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HEALTHY, normal child — 

crippled. Nothing can compen- 

sate for that! Too late now except to 

make a limited life, as happy as possi- 

ble —and to prevent this from happen- 
ing to other children. 

Moderate care in driving will prevent 
a very large percentage of automobile 
accidents. It is the constant concern of 
mutual casualty companies to enlist the 
interest of their automobile policy- 
holders in careful driving. That this 
effort has been effective is indicated by 
the greatly reduced frequency of serious 
accidents among the millions of car 
owners insured in mutual companies. 

This safety program has also been 
carried out by mutual companies in the 
industrial field where remarkable re- 
sults have been achieved. 

It is this effort, together with con- 
servative, sound management, that has 
enabled mutual corporations to pay all 
just claims promptly, and in addition 
to building legal and voluntary reserves, 
to be able to distribute many millions of 
dollars a year as dividends to policy- 


P coq 


holders—a very substantial part of the 
premium to the individual policyholder. 

The stability and soundness of the 
mutual plan of insurance is evidenced 
by its 180 years of successful operation 
—by its record of reduced net cost of 
protection to a vast army of policy- 
holders—among them a large number 
of the leading industrial organizations 
of the country. 

The owner of a car, a home, or a 
business, will find interest in a booklet 
outlining the principles and operation 
of mutual casualty insurance. It will be 
sent free on request. Address the 
National Association of Mutual Casualty 
Companies, Room 2100G, 230 North 


Michigan Avenue, Chicago, Illinois. 


Forms of Casualty Risks 
Covered by Mutual Policies 


ACCIDENT AUTOMOBILE (all forms) 
BURGLARY AND THEFT FIDELITY 
LIABILITY (all forms) PLATE GLASS 
PROPERTY DAMAGE 


WORKMEN'S COMPENSATION 


1930-31 RECORD DEMONSTRATES 


MUTUAL STABILITY 


Certain definite factors, inherent in mutual 
insurance for well over a century, have accent- 
uated the fundamental soundness and strength 
of mutual casualty companies in the stress of 
the past two years. 


These factors are: selection of good risks; 
accident prevention; conservative investments, 
and economy in operation. 


It is significant that almost without excep- 
tion all of the leading legal reserve mutual 
companies have maintained dividend pay- 
ments to their policyholders for 1930 and 1931. 


The member companies of the National 
Association of Mutual Casualty Companies re- 
turned cash dividends of $14,987,843 in 1930 
and $13,534,608 in 1931. The Association 
companies have paid over $103,000,000 of 
dividends to policyholders in the past ten years. 
These companies have an annual premium 
income of over $75,000,000; have cash assets 
in excess of $105,000,000. 


No classification of American business 
has a sounder record of accomplishment dur- 
ing the depression years. Basically, this record 
has been made possible because the buyers of 
casualty insurance have come to know that 
mutual coverage is safe, sound and economi- 
cal protection. 


MUTUAL CASUALTY INSURANCE 


An American es Institution 


These Old Line, Legal Reserve, Mutual Companies are Members of Nationat Association oF Mutuat Casuatzy Compantes and American Mutual ALLIANCE 


(American) Lumbermens Mutual Casualty Co., of Illinois, 
New York City 

American Mutual Liability Insurance Co., Boston, Mass. 

Builders Mutual Casualty Co., Madison, Wis. 

Central Mutual Casualty Co., Kansas City, Mo. 

Employers Mutual Casualty Co., Des Moines, Ia. 

Employers Mutual Liability Insurance Co., Wausau, Wis. 


Exchange Mutual Indemnity Insurance Co., 
Buffalo, N. Y. 
Hardware Mutual Casualty Co., Stevens Point, Wis. 
Interboro Mutual Indemnity Insurance Co., 
New York City 
Jamestown Mutual Insurance Co., Jamestown, N. Y. 
Liberty Mutual Insurance Co., Boston, Mass. 


Lumbermens Mutual Casualty Co., Chicago, III. 
Merchants Mutual Casualty Co., Buffalo, N. Y. 
Michigan Mutual Liability Co., Detroit, Mich. 

Matual Casualty Insurance Co., New York City 

Texas Employers Insurance Association, Dallas, Texas 
U. S. Mutual Liability Insurance Co., Quincy, Mass. 
Utica Mutual Insurance Co., Utica, New York 
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N you are drafting a certificate 


of incorporation, or set of by-laws, 
or certificate of increase or decrease of capital, or 
change of name or purposes, or any other amend- 
ment, or papers for registration as a foreign corpo- 
ration, or withdrawal or re-instatement, or other 
corporate action, call the nearest office of The Cor- 
poration Trust Company for precedents, outlines, 
forms and information that enable you to complete 
your work with rapidity and accuracy and in accord 
with the most modern technique. 


THE CORE QRATION TRUST COMPANY 


ORGANIZED UNDER THE BANKING LAWS OF NEW YORK AND NEW JERSEY 


COMBINED ASSETS A MILLION DOLLARS 
FOUNDED 1892 


120 BROADWAY, NEW YORK 
15 EXCHANGE PLACE. JERSEY CITY 
100 W. TENTH ST. WILMINGTON, DEL. 


Detroit, Dime Sav. == Bldg. 
Atlanta, Healey Bldg. Dover, Del., 30 Dover Green 
Baltimore, 10 Light &. Kansas City, R. A. Long, Bldg. 
(TheCorporation TrustIncorporated) Los Angeles, Security Bldg. 
Boston, Atlantic Nat’l Bk. Bldg. Minneapolis, Security Bldg. 
The oration Trust, Incorporated) Philadelphia, Fidelity-Phila. Tr. Bldg. 
Buffalo, Ellicott Sq. Bldg. Pittsburgh, Oliver ca 


Albany, 180 State St. 


Camden, N. J., 328 Market St. Portland, Me., 281 St. John St. 
Chicago, 112 W. Adams St. San Francisco, Mills Bldg. 
Cincinnati, Union Central Life Bldg. Seattle, Exchange Bldg. 
Cleveland, Union Trust Bldg. 


St. Louis, 415 Pine St. 
Dallas, Republic Bank Bldg. 


Washington, 815 15th St., N. W. 


If an attorney has all incorporators furnished, tion practice on which to 


the papers ready for the 
incorporation of a com- 
pany, or for its qualifi- 
cation as a foreign corpo- 
ration, no matter in what 
state or territory of the 
United States, or what 
province of Canada, we 
will take them at that 
point, and see that every 
necessary step is per- 
formed—papers filed, cop- 
ies recorded, notices pub- 
lished, as may be required 
in the state, statutory 
office established and 
thereafter maintained; in 
case of new companies, 


their meeting held, direc- 
tors elected, minute book 
opened. 


If, before drafting the 
papers, you wish to study 
carefully the question of 
the best state for incor- 
poration. of your client’s 
particular business, the 
most suitable copieah set- 
up or the soundest pur- 
pose-clauses for it, or the 
most _ practicable provi- 
sions for management and 
control, we will bring you 
oe ye from the very 

t examples of corpora- 


formulate your plans, or, 
if you desire, will draft 
for your approval a cer- 
tificate and by-laws based 
on such precedents. 


If you are uncertain as 
to the necessity of a 
client’s qualifying as a 
foreign corporation in any 
state, we will, upon sub- 
mission of the facts, bring 
you digests (with cita- 
tions) of leading court 
decisions showing the at- 
titude of each state in- 
volved on the kind of 
business transacted by 
your client. 
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Tuere is a Wood- 
stock model for every 
typing need — corres- 
pondence, billing, ad- 
dressing, routine form 
writing, etc. There is 
a Woodstock Type Face 
to suit every personal 
preference and writing 
demand. 


The Growing Preference for WOODSTOCK 
. . . is earned by merit 


If we were to tell you the whole truth about the superiority of the 
Woodstock Typewriter—you probably wouldn’t believe it. You would 
accuse us of exaggeration—over-enthusiasm. 


There is only one way to sell the Woodstock machine—not with bally- 
hoo, nor mesmeric salesmanship—but by demonstrating the machine to 
you in your office and by allowing your operators to try it out on your 
own work. That’s the acid test. 


If we can prove to you that the Woodstock will 


(1) Write a neater letter, easier and at less cost 

(2) Increase the efficiency of your operators 3 to 5% 

(3) Give longer service at less maintenance cost, and 

(4) That among big national users the swing is definitely toward Woodstock— 


—if we can prove all of these things—then you want to know about it, 
don’t you? To be fair to yourself and your business, you want to know 
about it. 


Will you, therefore, write or telephone and tell us when it will be con- 
venient for you to have our representative call? 


WOODSTOCK TYPEWRITER COMPANY 


Six North Michigan Ave. . . . . Chicago, Illinois 


Branches and Distributors in Principal Cities 


SPEED » DURABILITY » SMOOTHNESS 
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By BENJAMIN Harrow * 


HE purpose of taxation is to raise revenue to 
Tee the cost of the government of a country 

as well as for all public needs of the country. 
In theory the revenue so raised represents an equal 
contribution on the part of all inhabitants of the 
country and their property. Equality does not mean 
that no distinction is drawn between the contribu- 
tion of one person and all other persons, or between 
one kind of property and all other kinds. Equality 
is postulated rather on the right of sovereignty to 
choose almost limitlessly any fit subject for taxa- 
tion and on the basis of some presumably fair the- 
ory of classification to tax alike all persons and 
property within such classification. 

For example, Congress has the right to subject 
the income of all persons to taxation. Such income 
under the Revenue Act is taxed at different rates, 
larger incomes being taxed at higher rates than 
smaller incomes. All taxpayers whose incomes come 
within the same group are taxed alike and the bur- 
den on each taxpayer is thus said to be equal. But 
in reality the income tax burden falls unequally on 
taxpayers, because of a system of exclusions, deduc- 
tions, credits, and exemptions, provided for in the 
Revenue Act and that all but emasculate the law 
itself. 

The effect of such a system of tax exemptions is 
felt most keenly in times of economic depressidén 
such as the one the country is now seeking to rem- 
edy. The loss in revenue alone due to tax exemp- 
tions is estimated at over 300 millions of dollars. 
Wealthy individuals are enabled to divert their sav- 
ings and fortunes from productive industry to in- 
vestment in tax exempt securities and in this way 
not only escape their just share of tax burdens, but 
those unfortunately outside the exempt class are 
obliged to shoulder the added burden thrust upon 
them by their more prosperous brothers. A favored 
group thus develops into a privileged class. Some 


* Professor of Law and Taxation, St. John’s College School of 
Law, New York City. 


of the tax exemptions found in the law are frankly 
in effect public subsidies to private enterprise. 


The Various Bases of Tax Exemptions 


Not all the exemptions are specifically provided 
for in the Revenue Act. The more important exemp- 
tions are based rather upon philosophical and even 
metaphysical considerations. They deal with the- 
ories of government and concepts of sovereignty 
grounded into the constitutional law of the country 
by the founding fathers. Chief Justice Marshall 
postulated the principle in McCulloch v. Maryland’ 
when, in his wisdom he said, “the power to tax 
invokes the power to destroy.” It followed that no 
state had the right to burden powers vested in the 
Federal Government and therefore an instrumen- 
tality of the Federal sovereignty became immune 
from taxation by the state sovereignty. Conversely, 
since the several states are sovereign, they enjoy a 
tax autonomy, and so instrumentalities of the state 
are immune from taxation by the Federal sover- 
eignty. In Collector v. Day? it was held that the 
salaries of state judges could not be subject to an 
income tax, and in Pollack v. Farmers Loan & Trust 
Co.* it was held that a tax on properties and rev- 
enues of municipalities as well as upon municipal 
bond interest was unconstitutional. The latter case, 
decided in 1895, held the income tax feature of the 
Wilson Gorman tariff Act unconstitutional, with the 
result that until the Sixteenth Amendment was passed 
in 1913, a period of eighteen years and covering one of 
the most prosperous eras in the history of the United 
States, all incomes were exempt from a tax levy. 


The argument favoring exemption of state instru- 
mentalities takes on a metaphysical color when it is 
realized that the Supreme Court* permitted a tax 
on municipal bond interest under the guise of an 

14 Wheaton 316. 

211 Wallace 113. 


3158 U. S. 601. 
4 Flint v. Stone Tracy Co., 220 U. S. 107. 












































































































































































































































































































































































































































































































































































































































excise tax.° This metaphysical hue can be better 
appreciated in the light of the interpretation given 
to the Sixteenth Amendment. The amendment 
states quite simply that “Congress shall have power 
to lay and collect taxes on incomes, from whatever 
sources derived, . . .” The obvious meaning, as 
terms are used in common speech, is that income 
from state instrumentalities could be reached for 
taxation under this amendment. But the Supreme 
Court has ruled® that the Sixteenth Amendment did 
not extend the taxing powers of Congress to new 
subjects, and this in spite of a ruling of the court that 
for a clear definition of income it is sufficient to have 
recourse to the use of the term in common speech.’ 


A lawful means of avoiding payment of income 
taxes is thus provided by investing in tax exempt 
securities, and peculiarly, those who can best make 
such investments are the very ones who can best 
bear the burden of taxation. More than thirty bil- 
lions of dollars in tax exempt Federal, state, and 
municipal bonds are outstanding in this country. 
In 1930 alone tax exempt securities aggregating a 
billion dollars were issued. In the interest of a 
sound fiscal policy, present tax exempt securities 
should be subject to tax, even though this would 
require the passage of an amendment to the Con- 
stitution. As long as the obligation has been issued 
for a public purpose the exemption of state instru- 
mentalities includes obligations of a state, territory, 
or political subdivision, and the latter includes cities, 
towns, municipalities, villages, counties, boroughs, 
special assessment districts of a state such as road, 
water, sewer, gas light, reclamation, drainage, irri- 
gation, levee, school, harbor, port improvement, etc., 
a formidable list. 


In the case of a copartnership owning exempt obli- 
gations, the exemption extends to each member of 
the firm on a pro rata share, and where a trustee 
holds such securities, the beneficiaries are exempt 
from tax on whatever income is payable to them. 

In the case of obligations of the United States, 
Territories, and Possessions, and of the District of 
Columbia, income is exempt under specific provi- 
sions in the law.® Civil War revenue acts had taxed 
such income. These obligations refer to the four 
Liberty Loan issues, the Victory Loan and Treasury 
Certificates of indebtedness; the special war obliga- 
tions issued in the form of Treasury Savings Cer- 
tificates, and Postal Certificates of Deposit. A third 
class of obligations include such issues as War Fi- 
nance Corporation bonds, Certificates of Indebted- 
ness issued by the Director General of Railroads, 
obligations of Federal Reserve Banks and obliga- 
tions of the Federal Farm Loan Act of 1916. 

While all the obligations are entirely exempt from 
normal taxes, there are some limitations as to the 
amount of income that may be exempt from sur- 
taxes. Until the circuit court was recently reversed 
in Willcutts v. Bunn,® not only was the interest on 
state and Federal obligations exempt, but even any 
gain resulting from dealings in tax exempt securi- 
ties. Perhaps the government is beginning to feel 





5 Corporation Excise Act of 1929. 

® Brushaber v. Union Pacific R. R., 240 U. S. 1. 
7252 U. S. 418, Eisner v. Macomber. 

8 Sec. 22 (b) (4) 

35 Fed. (2d) 29. 
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too keenly the need of revenue and so is limiting 
the extension of the idea of exemptions. States 
today are engaged in enterprises that result in con- 
siderable income. Where such enterprises represent 
the exercise of an essential governmental function, 
the income is exempt from tax. The Court long 
ago defined a governmental function’® as “the means 
and instrumentalities employed for carrying on the 
operations of their governments, for preserving their 
existence, and fulfilling the high and responsible 
duties assigned to them in the Constitution.” In- 
come from the operation of a public utility would 
thus be exempt, as would income in the hands of a 
trustee for the benefit of a state university. The 
exemption in connection with governmental func- 
tions extends to the compensation of officers and 
employees of a state engaged in such governmental 
functions. 


The concept of income might be considered from 
the point of view of the economist, the accountant, 
the law and the judicial interpretation. Existing in- 
consistencies in the law are due to the conflicting 
interpretations. A definition of income from the 
standpoint of the economist approaches most closely 
a scientific classification and the closer the judicial 
interpretations approximate the economic concept, 
the more equitably may we expect the income tax 
law to be administered. To the economist a giift is 
income, as is any appreciation in the value of prop- 
erty. Under the Revenue Act gifts, bequests, de- 
vises and inheritances are excluded from gross 
income.? The exemption would cover a legacy, 
whether wholly gratuitous, or given for a valid 
consideration, whether in satisfaction of an indebted- 
ness, or in lieu of dower, or where given as a pay- 
ment for services.1? The court is frequently called 
upon to determine whether an item’is income or a 
gift. In a recent case’* the court indulges its sense 
of sportsmanship to bring income within the classi- 
fication of gifts. It held that the receipt of money 
in reimbursement of losses suffered as a result of 
delay in the construction and delivery of specially 
designed and constructed machinery was not income 
but a gratuity, since there was no legal obligation to 
make good the loss. Said the court, “It was given 
from a sense of fair play in business, an exhibition 
both commendable and refreshing to find in these 
days.” 

A definition of income more closely approximating 
the economist’s conception would undoubtedly have 
resulted in a different decision in another case.” 
Here a corporation received a payment of damages 
for infringement of a patent. The court held that 
the corporation did not realize income on the ground 
that when the corporation acquired the patent for 
capital stock, it had purchased a right to whatever 
damages might be recovered under a decree of ac- 
counting then outstanding. 


A better knowledge of accounting principles might 
have resulted in a different decision in the case of 
Commissioner v. Simmons Gin Co.,!> where it was 


10 Collector v. Day, 11 Wallace 113. 

11 Sec. 22 (b) (3). 

2U. S. v. Merriam, 263 U. S. 179. 

1341 Fed. (2d) 339, Rice, Barton & Fales, Inc., v. Com’r. 

1443 Fed. (2d) 1008, Hyatt Roller Bearing Co. v. U. S. 
1543 Fed. (2d) 327. 
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held that the cancellation of 50 per cent of its indebt- 
edness effected by an insolvent corporation by means 
of a compromise agreement with its creditors did 
not result in income, but merely in a diminution 
of its losses, because there were no assets to offset 
against its decreased habilities. 


Although Congress at one time’ taxed stock divi- 
dends as being income, the Supreme Court definitely 
held that stock dividends were not income under the 
Sixteenth Amendment and thus eliminated a fruitful 
source of revenue from taxation. A further narrow- 
ing of the concept of income eliminates from tax 
the proceeds received from the sale of stock by a 
corporation at a premium, and forfeited payments 
made on capital stock subscriptions. Whatever gain 
inures to the corporation as a result of such trans- 
actions is considered capital and not income. Con- 
gress may not with finality define income. The 
courts have the power to declare what shall or shall 
not be considered income. Amounts received under 
life insurance policies upon the death of the insured 
are excluded from gross income whether payable in 
a lump sum or in installments,’* and to the extent 
of the aggregate premium or consideration paid, 
amounts received under annuity contracts are ex- 
empt whether received by the insured or by a bene- 
ficiary designated by the insured."® 


Humanitarian motives most likely prompted Con- 
gress to exempt from tax, income received as a 
result of personal injuries and sickness.1® This pro- 
vision would include amounts received through acci- 
dent or health insurance; workmen’s compensation 
acts; damages received on account of injuries or 
sickness. Originally the personal injuries were lim- 
ited to physical injuries, but they now cover any 
invasion of one’s personal rights, such as damages 
recovered for libel and slander, alienation of affec- 
tions, alimony, and breach of promise. For similar 
reasons as well as on grounds of public policy Con- 
gress exempts Federal and state pensions, soldier 
bonuses, allotments of the Federal government, etc.”° 
Exemption of Federal. pensions are limited to those 
given for services rendered during a war or uprising, 
while the exemption of state pensions has no such 
limitation. 


The United States is a most gracious host in its 
treatment of foreign governments, ambassadors and 
consuls. Income of foreign governments from all 
sources within the United States is exempt.”7_ The 
exemption extends to the salaries, fees, wages, in- 
come from investments, and interest on bank bal- 
ances of ambassadors, ministers, their wives, minor 
children, household staffs, secretaries, attaches, and 
servants, provided such persons are not citizens. In 
the case of the lesser satellites of foreign govern- 
ments, the consuls, their official compensation is tax 
exempt provided their governments grant reciprocal 
exemptions to United States consuls. 


The American system of industry has been devel- 
oped and has thrived on a system of dole known as 
a protective tariff. Even in the income tax law it 


%® Revenue Act of 1916. 
2 oe 22 (b) (1). 
® Reg. 74, Art. 82. 
Sec. 22 (a) (5). 
® Sec. 22 (b) (6). 
1 Reg. 74, Art. 641. 
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seems difficult to shake off the idea of some special 
encouragement to some industries. There is for ex- 
ample the exemption to foreign shippers** for the 
purpose of encouraging American shipping. This sec- 
tion exempts the earnings of nonresident aliens and 
foreign corporations derived from the operation of 
ships documented under laws of a foreign country, 
if that foreign country grants United States citizens 
an equivalent exemption. 


There is also the encouragement to trade with the 
Orient in the exemption under the China Trade Act. 
This exempts from tax any dividends received from 
a corporation organized under the China Trade Act 
by a taxpayer residing in China at the time of the 
distribution of the dividend. The exemption enables 
investors to meet competition offered by other na- 
tionals in China. 

Foreign trade in general is given encouragement 
in the exemption of earned income from sources out- 
side the United States, where a citizen has been a 
nonresident for more than six months. Where a 
nonresident citizen conducts a foreign business him- 
self, 20 per cent of the net profits is considered com- 
pensation to be classified as such earned income. As 
long as the source of the income is without the 
United States, it will be nontaxable even though the 
taxpayer receives the income while he is in the 
United States, or even if the payment is made by a 
domestic corporation. This exemption covers the 
income of officers of the Army and Navy and gov- 
ernment officers and employees, assigned to shore 
duty without the United States; to consular, diplo- 
matic, and other foreign posts, provided of course 
that absence from the United States aggregates six 
months. 

Corporations are liable for tax on their incomes, 
but there are at least seventeen types of organiza- 
tions that enjoy an express exemption from tax on 
their incomes.” The enumeration includes labor, 
agricultural and horticultural organizations; mutual 
savings banks not having a capital stock represented 
by shares; fraternal beneficiary societies, orders or 
associations; domestic building and loan associa- 
tions; cooperative banks; cemetery companies owned 
and operated exclusively for the benefit of their 
members or not operated for profit; corporations or 
associations organized and operated exclusively for 
religious, charitable, or educational purposes, no 
part of the net income of which inures to the bene- 
fit of any private stockholder or corporation; busi- 
ness leagues, chambers of commerce, and boards of 
trade; civic leagues and local associations of em- 
ployees ; social clubs; local benevolent life insurance 
associations and mutual companies; farmers’ or other 
mutual hail, cyclone, casualty or fire insurance com- 
panies or associations ; farmers’ cooperative marketing 
and purchasing associations; holding companies act- 
ing for exempt organizations; Federal land banks, 
National farm loan associations and Federal inter- 
mediate credit banks; voluntary employees’ associa- 
tions, and teachers’ retirement fund associations. 

The humanitarian and charitable motives that ac- 
tuated Congress in exempting the income of most 

(Continued on page 195) 


22 Sec. 212 (b) & 231 (b). 
231928 Act, Sec. 103. 
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By HERMAN CRYSTAL * 


HEN business conditions are close to what 

may be called normal, and the majority of 

the people have steady incomes, the prob- 
lem of taxation is of secondary importance. In 
times of business recession, when incomes are cut, 
the burden of taxation is felt by individuals and 
businesses alike. The world becomes “tax con- 
scious” and all kinds of “remedies” receive wide pub- 
licity through the press, over the 
radio and by publication in book 
and pamphlet form. It is the duty 
of the educator, when the adult 
mind is so receptive to some solu- 
tion to a pressing problem, to lay 
the foundation for sound thought 
which may result in constructive 
action. Hence the value of a care- 
fully planned institute on taxation. 


With but few exceptions, every 
governmental body in the country 
is faced with the same problem: 
continued high expenditures but 
decreased revenues. Everywhere 
the same questions are asked: 
“What is the matter with our tax 
system? Why has it not been able 
to bear the strain?” Some twenty 
states, determined to answer these 
questions, have appointed commis- 
sions composed of experts to probe 
into the problem and to try to find 
workable solutions. New Jersey is 
one of these states and a commis- 
sion, directed by Dr. Harley Lutz, 
Professor of Public Finance at Princeton University, 
has just completed its task and has submitted a com- 
prehensive report to the Legislature. 


The emphasis in New Jersey from the earliest 
colonial days to the present has been on the prop- 
erty tax. This form of wealth at the present time 
bears approximately 80 per cent of the tax burden 
in the state. Other taxes which were imposed from 
time to time, as the demand for them grew, were 
not devised with a thought to the working out of a 
carefully coordinated system. Consequently, many 
evils were permitted to creep into the system. 


As a step in the right direction of correcting these 
many evils and relieving the heavy burden on the 
property owner, the New Jersey League of Women 
Voters requested Rutgers University to conduct an 
Institute for them so that the tax problem would 
be presented in its proper setting and ways and 
means of correcting the existing evils could be 
discussed. 


* Bureau of Economics and Business Research, Rutgers University ; 
Member of The Tax Research Foundation. 


The Tax Institute at Rutgers 





HERMAN CRYSTAL 








In preparing the program, the representatives oj 
the New Jersey League of Women Voters, the Uni- 
versity Extension Division and the Bureau of Eco- 
nomic and Business Research of Rutgers University 
all felt that while the problem of taxation is press- 
ing in New Jersey, yet it must be remembered that 
this same problem exists all over the world. Hence, 
the first two sessions were planned to be devoted to 
a general consideration of the why of 
taxation and the home and the tax 
burden. The next two sessions were 
devoted to a discussion of the New 
Jersey situation, while the last session 
was devoted to a discussion of pro- 
posed changes in New Jersey taxa- 
tion. The sessions were held from 
Monday, March 28th to Wednesday, 
March 30th, inclusive. 


Although the majority of dele- 
gates were members of the New 
Jersey League of Women Voters, 
the sessions were also attended by 
representatives of the New Jersey 
Taxpayers Association, the various 
economic interests of the state, and 
students. 


First Session: “The Why of 
Taxation” 


First Speaker, Professor George P. 
Schmidt, History Department, New 
Jersey College for Women. Topic: 
“The Political Background.”* 

IFTY years ago Congress stayed up nights 

trying to spend the then existing surplus—today 
we are trying to find new revenues. It is a novelty 
in the United States to be worried about taxes. Our 
great national resources, size, and relatively small 
population and individualistic philosophy all com- 
bined to make our wealth great. The history ol 
taxation may point the way to a remedy. 

The only justification for taxation is that it is 
imposed to satisfy human wants. These wants have 
been growing in volume. Ina simple society, where 
wants are few, taxes are simple. 

The ruler in a feudal estate needed three things: 
(1) order; (2) food and communication; (3) de 
fense. The first he provided; the second the people 
provided ; while the third his vassels provided. Con- 
sequently, there was no great need of taxation. The 
commercial revolution, however, changed this situa- 
tion, and society grew complex. Division of labor 
came in, and the new age opened up countless ané 





1 The reports which follow are not verbatim, but rather are abstracts. 
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newer possibilities for a richer and fuller life. With 
this new era came a host of new problems. It be- 
came difficult to earn a living and hold a job. Men 
must learn the art of living together and must pro- 
vide better means of living together in the form of 
transportation, sanitation, education, etc. Interde- 
pendence became a salient part of this new civiliza- 
tion. All of us must contribute in providing these 
services. Hence we have taxation. 

In 1790 the total expenditures of the entire Fed- 
eral Government were three million dollars. Today 
it is four billion dollars. The state Department in 
1790 had one secretary, one full-time clerk, and two 
half-time clerks. Most of the people, however, lived 
in the country. They provided most services for 
themselves. ‘Today we can see the justification of 
all these needs. The question is, however, “where 
is the money to come from?” 

The lessons of the past may help us find our way 
in the future. No scientific study has been made in 
the past of the needs and resources of the people. 
The country was limited by power and force of 
custom and tradition. 

In the past the rulers had revenue from their pri- 
vate estates. Then they got the royal prerogatives 
of coining money and imposing fines and fees. Later 
they levied imports on dealers. The direct tax on 
property was not used as a general method of rais- 
ing funds. It was used only in cases of emergency. 
With the growth of new needs for revenue, the di- 
rect property tax was levied permanently. The 
states and localities were permitted to tax property 
for revenue. The Federal Government obtained 
revenue from sale of lands, excises and tariff. 

The Nation was started as a protest raised against 
taxes. The protest raised against the sales tax re- 
cently is an expression of the old theories against 
the taxes imposed upon the colonies. 

We need money. The question is: “How is the 
problem to be met?” We, as voters, must study the 
dificulty as an economic and scientific problem. 
Adam Smith said, “An intelligent system of taxes 
must be based upon economic law—we cannot ignore 
this fact.” We must adjust the government’s activi- 
ties to the individual’s ability to pay. 


Second Speaker: Professor Robert T. Thompson, 
History Department, Rutgers University. Topic: “Ex- 
pansion of Public Functions.” 


OVERNMENT is not an end in itself, as some 

of the office holders sometimes think, but exists 
for the purpose of promoting man’s welfare. Phi- 
osophers and politicians have in the past, and still 
do disagree as to the legitimate scope of govern- 
mental functions. Their thoughts range all the way 
from idealistic anarchism to most involved state 
socialism. However, these functions vary not only 
with the theory of a political ruling body, but also 
because of the type of civilization which the govern- 
ment serves. The rule of government in a simple 
pastoral or agricultural environment is quite differ- 
ent from that which it must play in a highly com- 
plex industrial society. It is in the light of a rapidly 
changing and fearfully growing social and economic 
order that we must view the transformation of gov- 
ernmental functions in the United States during the 
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last century or so—and particularly during the past 
thirty or forty years. 

The governmental functions may be divided into 
three general classifications: (1) General (Legisla- 
ture, Judiciary, Executive, General Administrative, 
fiscal, etc.) ; (2) Military ; (3) Civil. 

In the field of civil functions the expansion has 
been the greatest. Society turns to the government 
to eradicate certain evils, consequently we have the 
prohibition activities of the government. Some ex- 
amples in this field are cock fighting; horse racing; 
temperance; etc. 

During the past century the government has as- 
sumed an extensive program of humanitarianism and 
education. We have placed the care of the insane, 
deaf, blind, dumb and the unemployed in the hands 
of the government. 

With the growth of big business and ruthless com- 
petition the government has had to assume greater 
responsibilities in the field of economic control. 

Some of the activities of the government are 
briefly : 

(1) Control of currency and banking. 

(2) Administration of Indian affairs. 

(3) Administration of public domain. 


(4) Promotion and regulation of commerce and in- 
dustry. 


(5) Promotion and regulation of aerial transportation. 


(6) Promotion, regulation and operation of marine 
transportation. 


(7) Promotion and regulation of land transportation. 

(8) Postal service. 

(9) Promotion and regulation of agriculture. 

(10) Promotion and regulation of fisheries. 

(11) Promotion of public health. 

(12) Promotion of.labor interests. 

(13) Promotion of public education. 

(14) Science and research. 

(15) Public improvements in the field of roads, rivers 
and harbors, flood control. 

(16) Relief. 

“Those who pine for a return to the good old days 
of governmental simplicity and non-use of civil func- 
tions are welcome to their dreams, but if they would 
have governments like those of the early days of the 
republic, they must be willing also to accept a so- 
ciety without the conveniences and complexities of 
industrial civilization. I do not mean to imply that 
the present functional activities of the government 
are ideal. Some of us are convinced that many of 
the present civil functions of the government should 
be returned to the individual citizens. However, if 
government is to be more than a costly museum 
price, it must adopt its methods and services ren- 
dered to the needs of a changing civilization. The 
change is to be by evolution not revolution.” 


Third speaker: Dr. Eugene Greider, Professor of 
Economics, Rutgers University and Vice-President of 
the Tax Research Foundation. Topic: “The Ameri- 
can System of Taxation.” 


P to 1916 the emphasis has been on indirect 

taxation. With the exception of an excise tax 
on alcohol, no excises were levied except in times of 
war. From 1909 to 1913 the corporation tax was 
regarded as an excise. Customs duties at the be- 
ginning were levied for revenue. Excise taxes and 
customs duties gave us about all of the national 
revenue—about half and half apiece. The levels of 
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customs and excises were gradually raised, until in 
1914 we were collecting about 600 million dollars of 
revenue—this represented about ninety-six per cent 
of the revenue raised’ for the national government. 


With the search for new revenue the income tax 
amendment was passed. At the conclusion of the 
war we had a new high level of revenues with a new 
high level of public service. Most of the war taxes 
have disappeared. However, now about six hundred 
million dollars is yielded by excises alone. A simi- 
lar amount is raised from customs duties. In 1914 
these two taxes yielded about ninety-six per cent of 
the revenue raised for the national government. In 
1927 these two taxes yielded about thirty-three per 
cent of the national revenue, while the income tax 
produced approximately the other two-thirds. The 
inheritance tax yielded about five per cent of the 
national revenue. 


The national expenditures were fairly well stabi- 
lized in 1914 at six hundred million dollars. From 
1922 to 1927 the expenditures run about three billion 
dollars a year. 


In our state systems we have a more varied group 
of taxes. Basically we have the property tax. Other 
revenue producers are: Gasoline tax, motor vehicle 
license fees, inheritance tax, railroad tax, income tax, 
corporation tax, and poll tax. 


The states derive over two hundred million dol- 
lars a year from the National Government in the 
form of grants-in-aid. In receiving these grants the 
states bind themselves to match dollar for dollar. 
The National Government imposes standards on 
states, the meeting of which are precedent to receiv- 
ing the money. 

In imposing new taxes the important thought to 
keep in mind is that we cannot examine any particu- 
lar tax by itself. 


Second Session: “The Home and the Tax Burden” 


First Speaker: Ex-Senator Martin Saxe of New 
York, former New York State Tax Commissioner. 
Topic: “The Home and the Financial Needs of the 
Nation, State and Community.” 


NNUAL earnings in the United States are about 

eighty billion dollars. Our annual tax bill is 
about thirteen billion dollars — approximately one- 
sixth. 


The number of persons employed by the govern- 
ment used to be one out of twenty-two—now it is 
one out of ten. 


Since 1913 population in the United States has in- 
creased thirteen per cent; wealth and income two 
times; taxes increased four times; debt increased 
three times. Railroad taxes increased one thousand 
two hundred and twenty per cent since 1900. 


We are spending more than is prudent. Some of 
the causes are: (1) Overorganization of govern- 
ment; (2) failure to consolidate governmental func- 
tions; (3) failure to modernize the government; (4) 
new functions and services; (5) contracting of pub- 
lic debt; (6) the setting up of an ideal in public 
standards. State and local bonded indebtedness has 


been increased by four and one-half billion dollars 
in fifteen years. 
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Too much government in a democracy is danger. 
ous. The decline of free government is found in the 
growth of paternalism by the government. We have 
too much bureaucracy. 


“We have compelled our government to perform 
too many services; we have authorized expenditures 
on the basis of what various factions desire to spend 
rather than on what the entire body of citizens can 
afford to spend. Much of what has been done has 
been wise, some of it necessary. But the time has 
come when we would do well to declare a legislative 
holiday long enough to determine, if possible, the 
direction we are going. 


“When the individual understands clearly that he 
pays the bill, he will consider more carefully in- 
creased government appropriations and services. If 
each man who signs a petition or writes a letter to 
a congressman or state legislator, urging a public 
expenditure, were required by law to enclose his 
check for his part of the expense, there would be 
sharper scrutiny of such proposed activities.” 

We cannot hope for reduction of present tax laws, 
We need a social reform to reduce the tax burden. 

We must reduce state and local costs. Shrinking 
revenues and decreased sources have brought the 
problem home. The only effective way to reduce 
taxes is to reduce expenditures, curtail growth and 
prevent debt. “The measure of good government is 
quality and not quantity.” 


Second Speaker: Dr. Dwight L. Hoopingarner, 
Executive, American Construction Council. Topic: 
“Taxation and Home Ownership.” 


N addition to the initial cost of a home and the 
interest on a mortgage, we have the cost of taxes; 
and that cost is the most uncertain.. It is uncertain 
not because of the regular annual levy, but because 
of special assessments. In many cases it is not safe 
to count on less than the total cost of the home for 
special assessment over a period of from ten to fif- 
teen years. 


“Taxation is a strong deterrent to home owning. 
It makes for renting and speculative building.” 


Third Speaker: Clinton L. Bardo, President of the 
New Jersey Taxpayers Association. Topic: “Burdens 
on the Home.” 


HE foremost public question is taxation. New 


Jersey occupies the fifth place in growth of tax 
burden. 


The pay-as-you-go policy has been very.unpopular 
in New Jersey, hence the state and local debt is now 
one billion, two hundred and fifty million dollars. 
The majority of the people do not care about the 
rise in the cost of this debt. In 1930 when one hun- 
dred million dollars worth of bonds were voted upon, 
only thirty-three and one-third per cent of the voters 
cast their ballots on this question. 

The tax rate in 1900 was.1.77 per cent. Now itis 
over 4.00 per cent. Thirty per cent of the taxes in 
1930, or about seventy million dollars were lost by 
default. In 1931 the figure was approximately 
eighty million dollars, all of which was spent in ad- 
vance by the governing bodies. 
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There are two main remedies for the lessening of 
the tax burden. The first is to reapportion the tax 
burden; the second is the retrenchment of public 
expenditures to benefit the taxpayers. The greatest 
benefit will be derived from the retrenchment of 
public expenditures. 


Until the citizens of New Jersey rouse themselves 
and bring about fundamental changes both in the 
fiscal habits and in the structure of our state and 
local governments the tax problem will remain sub- 
stantially unsolved. 











Third Session: “How New Jersey Manages Its 
Public Expenditures” 


First Speaker: Dr. Wiley Kilpatrick, Assistant Sec- 
retary New Jersey State League of Municipalities. 
Topic: “County and Municipal Expenditures.” 


HE state imposes mandatory expenditures. 

Twenty to twenty-four million dollars of manda- 
tory expenditures imposed upon counties for pos- 
sibly fifteen different types of expenditures. 


Another evil is the large number of tenure office 
holders, whose tenure and pay is fixed by the state. 
The freedom of the municipality in spending is thus 
narrowed. 


New Jersey municipalities, however, have larger 
degree of freedom in spending than many other 
states. This freedom is given to the municipalities 
by statutory legislation. 


The desire to spend money is decided locally. 
How to do it is decided by the state. We have 
worked out a mechanism of controlling expenditures 
by budget control. We have a series of debt regu- 
latory laws. The debt limits are set by the states. 
Of the five hundred and sixty-two municipalities in 
the state only forty-nine or eight and seven-tenths 
per cent had a debt limit over seven per cent; one 
hundred and eighty-nine municipalities or thirty- 
three per cent had utilized between three per cent 
and seven per cent of limit ; three hundred and thirty- 
four municipalities or fifty-four per cent borrowed 
up to three per cent. Even the better municipal 
officials in New Jersey are too prone to borrow at 
any and all times. 


The New Jersey budget act is uncertain as to the 
means of controlling expenditures. The phraseology 
is vague. Exact definitions and the form which the 
budget will take are omitted. Transfers are permit- 
ted and hence the control of the budget is weakened. 
“Fictitious surpluses” are set up. This permits 
lunds to be juggled. The accounts in 1931 showed 
a surplus of twenty-five millions. However, this 
surplus should really be a deficit because many ac- 
counts receivable are never collectible. 


The present strain just accentuates a condition 
which has always existed. The situation can be 
aided by groups like the League of Municipalities 
and the Department of Municipal Accounts. The 
audit can then be utilized more effectively in aiding 
the municipalities to spend funds. The special audit 
which is provided by the State has not been taken 
advantage of. “The patient (the municipality) must 
call in the doctor (auditors) annually, but he who 
is his own doctor is a doctor to a fool,” 
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“We as taxpayers should be interested not so 
much in taxation itself as in operations of the gov- 
ernment and service which it performs for these, 
after all, are the end of taxation which is but a means 
to an end.” 


Second Speaker: Professor John Bebout, Govern- 
ment Department, Dana College. Topic: “Expendi- 
tures by the State.” 


6¢C\TATE expenditures will be greater five years 

from now than they are at present and they 
should be greater. The problem is to see that-we 
get full value for what we spend and that the budget 
is apportioned as fairly as possible for raising the 
necessary finances.” 


The state expenditures, pure and simply, can be 
divided into two classes: (a) expenditures subject 


to annual appropriation; (b) expenditures from dedi- 
cated funds. 


The following are the steps taken in the control 
of a state expenditure: 


a. Request from the Local Institution to the State 
Commissioner and the Board of Control. 


b. From the Board of Control to the Budget Com- 
mission before October 15. 


c. Then to the Governor. 


d. Then to the Appropriation Committee of the Legis- 
lature. 


e. General Appropriation Act, passed by the Legisla- 
ture and signed by the Governor. 

f. Local agency wishes to make a purchase from this 
appropriation. He makes a request to the central 
department. 

g. Chief Steward OK’s it. 

h. Forwards it to the Purchasing Agent. 


i. On July 1, the Purchasing Agent, on request of the 
various department heads, had requisitioned, for each 
department, as much as he and the Department 
Head think will be expended. The amount of this 
Purchase Order is charged against the requisitioned 
amount, and no over-draft is permitted. 

j. Purchase order is made by the Purchasing Depart- 
ment—four copies: 

(1) Budget Commissioner. 

(2) Purchasing Department. 

(3) Vendor. 

(4) Using Agent. 

k. If the Budget Commissioner is doubtful about an 
item, he may call it to the attention of the Governor, 
who may, under the new Budget Act, prevent its 
purchase. 

1. When merchandise is received it is checked by the 
Using Agent. 

m. Purchasing Department sends the bill with the Pur- 
chase Order to the Comptroller. 

n. Comptroller pre-audits: 

(1) Sees that item is covered by the appropriation. 
(2) Sees that there is enough money in the particular 
account, and charges the amount of that order, 
against the particular appropriation. 
(3) Verifies extensions (checks accuracy of the bill). 
o. Bill goes to the Treasury for payment. 
p. Check returned to the Comptroller for his signature. 


2. Purchasing Department—miscellaneous items. 


a. Advertising for purchases over $1,000. 

b. Does not cover purchases for permanent construc- 
tion by the Highway Department or construction 
of buildings, etc. (work done under contract not 
covered). 

c. Purchase department requested $10,000 less in the 
1932-3 budget than in the year before, in spite of the 
fact that they are doing more than $4,500,000 more 
purchasing. 

















3. Budget Department. 


a. Highway Department is not subject to the same 
budgeting control., State Highway Department 
Head must submit to the Governor, on or before 
December 1, the following: 

(1) A report for the current year. 

(2) A schedule of the estimated anticipated revenue 
during the next calendar year. 

(3) A schedule and program for what they propose 
to expend those funds. 

(4) Governor shall review these items and upon 
his approval the program becomes the estab- 
lished program of the Highway Department. 

(5) If the Highway Department cannot live up to its 
construction program it shall seek the approval 
of the Governor for amending it, and re- 
apportioning the funds. 

(6) It makes a quarterly report to the Governor, 
and additional reports at other times on the 
Governor’s request. 

(7) Governor must include a synopsis of the State 
Highway Department’s program as approved, 
in the Budget Message. 

The Governor has the power, in general, to inves- 

tigate any agency using State funds. 

4. New Accounting and Auditing Department. 


a. This department keeps a double-entry set of books 
based upon the monthly reports received from all 
departments. On the basis of these this department 
makes a monthly statement to the Governor, show- 
ing the assets and liabilities of the State, and the 
status of the appropriated and dedicated accounts. 

b. It prescribes bookkeeping methods for the various 
departments and through its auditing division, it 
makes an annual audit of the state departments, 
emphasizing the audit of the revenues which the 
Comptroller has heretofore neglected although the 
law contemplated his doing this. 


Civil Service. 
All payrolls must be certified by the Civil Service De- 


partment to make sure that all persons receiving pay 
are lawfully attached to the state service. 


Substantial permanent reduction in state expendi- 
tures seems to be neither feasible nor very impor- 
tant. Since the trend is toward shifting more 
functions from the municipalities to the county, the 
regional districts and the state, state expenditures, 
as such, probably will and should increase materially. 
This will make the efficiency of the state administra- 
tion and the effectiveness of the control of state 
expenditures more and more important. 


The following are merely suggestions of directions 
in which improvement might possibly be made: 


a. Reorganization of State Administration by the con- 
solidation of Departments eliminating duplications and 
unsatisfactory bureau set-ups within departments. 
This would also tend to bring all departments more 
effectively under the control of the Governor and the 
Legislature. 

b. Extension of the Governor’s budget and the annual 
appropriation act to cover the Highway funds and 
other dedicated funds. 

c. Re-alignment of the administrative agencies for the 
control of expenditures by creation of a strong De- 
partment of Finance and by placing the new Account- 
ing and Auditing Department on an independent 
basis. 
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Fourth Session: “How Does New Jersey Raise Its 
Revenue?” 


First Speaker: Herman Crystal, Secretary of the 
Bureau of Economic and Business Research of Rutgers 
University, and member of Tax Research Foundation. 
Topic: “State and Local -Taxes.” 
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EPRINTS of New Jersey State and Local Tax 





Chart as of January 1, 1932 were distributed 
to the audience and explained. This chart is pub- 
lished in the.1932 edition of “Federal and State Tax 
Systems.” The following supplementary material 
was presented so that the relative importance of the 
various taxes might be determined. 


TAXES LEVIED IN NEW JERSEY IN 1931 


(Figures for calendar year ending December 31, 


as indicated.) 
Cees SNE TEE on oko ccee ccna se 
eer ae 
Soemess Dowus Bond Tax... . ..<.. 20.00 
S&S nes ak ee 
Total taxes levied on real and personal 
ee RRS I Aa a, Cae 
Railroad and Canal Property Tax—first and 
ON OL a a ae sere 
Railroad and Canal Property Tax—second 
Sia OPS ig Gata RS See SiT BE ss Bi 
ie ee ade ce 
I NN oe oo sins nuk 6 me os eh 
Franchise Tax on Street Railroad Corpora- 
MR ke. cdl s Sena lata «terete 
Franchise Tax on Public Utilities Other 
than Street Railroad Corporations and 
Railroad and Canal Comgaie 


Gas and Electric...... .$5,602,897.48 
RA SN ee ae 562,484.52 
Telephone & Telegraph... 1,104,534.11 
District Telegraph ....... 8,978.93 


No, 32,679.44 


Franchise Tax on Express and Pullman Car 
Companies 

Express Companies ...... 8,317.90 

Pullman Car Companies... 548.40 


Franchise Tax on Miscellaneous Corpora- 
IE <6. bi ta ce crc 0 inca Waite erat dent a aera dh 
Gross Receipts Tax on Street Railway, Trac- 
tion, Gas and Electric Light, Heat and 
Power Corporations 
Street Railway ........... 569,644.32 
Other Corporations ...... 5,082,816.40 


Franchise Tax on Insurance Companies... . 
Martins Dmnurance Tam «6 6600s cscs: (1930) 
Workmen’s Compensation or Employer’s 

Liability Insurance Tax........ (1930) 
I oF ors wren ais atk cane vs do era eie es 
I ees Sg 8 BI he aban deie 
Motor Vehicle Registration .............. 
FO re re 
Billboard License and Tax 

ck. eae 62,625.76 

a) errs 7,955.90 


CS a re ; Rates 
Commercial Feeding Stuffs Tax .......... 
Fertilizer Sales Tax 





17,978,925.59 
900,000.01 


6,513,647.68 


1931, except 
$235,021,041.98 


$260,413,615.26 —75.1% 
12,020,441.01*— 3.5% 
8,685,891.15*— 2.5% 
2,085,899.86 — 0.6% 
10,561,112.98 — 3.0% 


561,617.01 — 0.2% 


8,866.30*— 
3,438,963.76*— 


5,652,460.72 


1,942,053.63*— 


1,312.11 


85,836.78 
659,050.00 
17,177,754.41 
15,891,203.85 
67,231.44 


70,581.66 
32,539.00 
27,400.55 
22,647.79 


$346,628,053.75 


* These figures are subject to adjustment on appeal. 


|The second speaker was Professor Paul Studen- 
ski, Associate Professor of Economics, New York, 
University, whose paper, in full, appears in this 1s- 


sue—Editor. | 


Fifth Session: “Proposals for Change in New Jer- 


sey Taxation.” 


First Speaker: Senator Arthur N. Pierson (New 


LI 


Z| 1% 


7,221,574.48 — 2 


0 


002% 


1.0% 


Jersey Senate). Topic: “Proposed New Taxes.” 


6CTT is my conviction that the most serious obliga- 
tion resting upon the Legislature at this time 
is a revision of New Jersey’s revenue policy, to re 


lieve property from its burden of taxation.” 


The personal property feature of the general prop- 
erty tax operates as a heavy burden upon business 
and industry. The best solution would be found in 
a personal and a business income tax and in doing 


away with the personal property tax. 
(Continued on page 192) 
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HE different governments in New Jersey—the 

state, the 21 counties, the 562 municipalities and 
almost as many school districts—raise between them 
approximately 350 million dollars annually in taxes. 
How is the raising of this large sum by so many 
different and largely overlapping jurisdictions ac- 
complished? Is it done well, that is, in accordance 
with the intent of the law, or not very well? What 
are the shortcomings, if any, in the administration 
of the tax system which affects thousands of tax- 
payers, and how can these shortcomings be cor- 
rected? These are the questions 
which must be considered under 
this title “Tax Administration in 
New Jersey.” 

Nearly 75 per cent of the total 
amount raised by taxation in this 
state is raised from the general 
property tax, which, as you know, 
is a tax on all property, real and 
personal, levied at so many dollars 
per every $100 of assessed value. 
About 25 per cent is raised from 
all the other taxes combined, im- 
posed on railroads, street railways 
and other public utilities, corpora- 
tions generally, gasoline and motor 
vehicles. The problem of admin- 
istration of the general property tax 
on real estate is every different 
from the problem of administration 
of the same tax on personal prop- 
erty, and the problem of administra- 
tion of the other taxes mentioned 
is different from either of the two. 
It may be best to consider them 
separately. 

The determination of the rate at which property 
should be taxed involves no administrative prob- 
lems, since the rate on all property within each tax- 
ing district is uniform. Thus, for example, in Newark 
the rate is $3.87 per every $100 of assessed value. 
The rate is composed of several rates, some imposed 
by the state for schools and other purposes, others 
imposed by the county, still others by the municipal- 
ity. Some of these rates are fixed once for all and 
are the same throughout the state. Such, for exam- 
ple, is the rate of the state school tax fixed at 2717 
cents for every $100 of assessed value. Other rates 
are fixed annually and differ from place to place. 
Such, for example, are the rates of the county tax 
and the municipal tax which are fixed each year in 
accordance with the current budgetary requirements 
of the county or municipality. 

The truly great problem in the administration of 
the tax on real estate is the problem of correct ap- 
praisal of the value of the properties to be taxed. 
This work of appraisal, or using a more technical 
term, “assessment” of property is placed in the hands 
of local assessors who are either elected by the citi- 


— ae 


“Associate Professor of Economics, New York University. 
tad before The Tax Institute, Rutgers University. 



















































Paper 


Tax Administration in New Jersey 


By Paut STUDENSKI * 





PAauL STUDENSKI 


zens of the locality or appointed by the local govern- 
ing authority. Each piece of property is recorded 
by the assessor, and land is valued separately from 
the buildings on it. The valuations are gone over 
annually and those of some properties are increased 
while those of the others are kept the same or re- 
duced, depending on the conditions which are found 
to exist. The valuations are a public record open 
for inspection. 

Manifestly, the assessors may quite frequently 
overlook certain pertinent facts and underassess cer- 
tain properties while overassessing 
others, with the result that certain 
properties may be taxed unduly 
lightly while others may be over- 
taxed. Although the law requires 
that all property be assessed at its 
true value, which is defined as mar- 
ket value, in actual practice most of 
the property in most of the munici- 
palities is ordinarily assessed at less 
than true value. The degree to 
which property is underassessed 
varies from place to place. Munici- 
palities with low financial require- 
ments or with incompetent or: 
complacent assessors are likely to 
sin particularly on the side of under- 
assessment. If state and county 
taxes were levied on the basis of 
such unequal assessments, prop- 
erties located in municipalities 
practicing underassessment to a 
very large degree would be taxed 
more lightly for state and county 
purposes than properties in munici- 
palities maintaining higher levels of 
assessment, and a great deal of inequality in state 
and county taxation as between different taxing dis- 
tricts would result. 


To obviate these two kinds of inequalities it be- 
comes necessary to devise some system for the equal- 
ization of assessments (1) as between individual 
properties located in the same taxing district and (2) 
as between properties located in different taxing dis- 
tricts. Such a system has been provided in New 
Jersey. 

The equalization of assessments as between indi- 
vidual properties in the same district is obtained by 
means of an elaborate system of administrative re- 
view of the assessments upon complaint from indi- 
vidual taxpayers. Any property owner believing the 
assessment of his property to be high compared with 
the assessments of other properties, may appeal to 
the local assessor or board of assessors for a recon- 
sideration of the assessment and in the event of a 
failure to secure a satisfactory adjustment may ap- 
peal to the county board of taxation. The county 
board which is composed of three persons appointed 
by the governor, holds hearings at specified times in 
the different municipalities, at which the property 
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PRINCIPAL AGENCIES FOR THE ADMINISTRATION OF TAXES IN NEW JERSEY 


Administrative Agency 


562 local assessing offices (headed by 
boards of assessors or single as- 
sessor; altogether 730 local assessors 
in 1930). 


pointed. 


Method of Appointment 


Elected, usually for 3 years, or ap- 


May, 1932 


Principal Duties 


To assess real and personal property 
under the general property tax, — 








21 county boards of taxation, est. in Composed of 
1906. 





State Board of Tax Appeals formed 
in 1931 out of the State Board of 
Taxes and Assessments (est. in 


1884-1891). years. 


State Tax Department formed in 1931 
out of the State Board of Taxes and 
Assessments. 


owners who have filed an appeal, may appear and 
present the information in support of their com- 
plaints. The procedure is informal and representa- 
tion by legal counsel is not necessary. If the appeal 
is denied, the property owner has a further right to 
appeal to the state board of tax appeals which will 
later hold a hearing in his county. Thus every tax- 
payer may secure an administrative review of the 
facts in his case with little or no expense to himself. 
Finally, he may appeal to the courts. Naturally only 
the larger and more complicated cases will be ap- 
pealed to the courts. Most of the complaints will be 
adjusted at one or another stage of the administra- 
tive review. 

For the equalization of the assessments as be- 
tween different taxing districts, several devices have 
been set up. First of all, the list of assessed valua- 
tions prepared by the local assessors can not become 
effective until approved by the county board of taxa- 
tion. The county board has about seven weeks, from 
January 10 to March 1, within which to investigate 
and correct these lists. It may change the assess- 
ments of all the properties in a given district if they 
are untruly valued in its judgment. Secondly, the 
county board is required to prepare annually an 
equalization table showing to what extent property 
is underassessed in the different districts in its juris- 
diction and to equalize the apportionment of state 
and county taxes among them in accordance with the 
table. The state tax department goes over these 
equalization tables and corrects them if it finds it 
necessary. Thirdly, the state tax department is re- 
quired by law to investigate the level of assessments 
in each county at least once in five years and is given 
power to order a reassessment of property in any 
taxing district or itself make a reassessment in it. 
Fourthly, the state tax department is required to 
prepare annually a state equalization table showing 
the degree of underassessment of property as be- 
tween different counties and the manner in which 


three members. Ap- 
pointed by the governor with the 
consent and advice of the Senate, 
for three years; and a Secretary ap- 
pointed by the board. 


Composed of five members appointed 
by the governor with the consent 
and advice of the Senate, 


A single commissioner appointed by 
the governor with the consent and 
advice of the Senate, for five years. 





To supervise work of local assessors 
hear appeals, equalize assessments 
as between districts and assess tax 
on banks. 


To hear appeals. 
for 3 









To assess taxes on railroads, local 
public utilities, miscellaneous cor- 
porations, gasoline, and inheritances, 
To equalize assessments as between 
counties for the levy and apportion- 
ment of state taxes. To supervise 
work of local assessors, investigate 

assessments in each county every 

five years and to order or make re- 
assessments. 


the state taxes should be reapportioned among them 
on an equalized basis. This requirement of the law, 
however, has never been complied with. Ambiguities 
of the law combined with administrative inertia have 
militated against its enforcement. 

But this entire system of equalization, despite all 
the immense amount of labor devoted to perfecting 
it, is only partly effective and is quite incapable of 
securing a substantial degree of equality in assess- 
ments. The handling of complaints, even though 
very admirably done under the New Jersey system, 
can not possibly secure equality of assessments. 
Among the thousands of property owners who file 
no complaints there are many who are unfairly as- 
sessed. The review of the local assessments by the 
county boards and the state tax department secures at 
best the correction of but the most glaring inequalities. 

The only way to secure equality is to introduce a 
system of uniform and scientific valuation of the 
property in the first instance. So long as this work 
is done by 562 independent local assessing offices, 
this is very difficult if not actually impossible of ac- 
complishment. The New Jersey Commission to 
Investigate County and Municipal Taxation and Ex- 
penditures has recommended the creation of fewer 
and larger assessing districts, in fact the substitu- 
tion of county assessing districts for the present 
municipal ones. It contends that the county is ina 
better position than individual municipalities to 
maintain first class assessing offices equipped with land 
value maps and other technical facilities and a com- 
petent personnel and to secure uniformity of assess 
ments throughout the county. The Commission also 
maintains that it will be easier for the state tax 
department to equalize assessments throughout the 
state if the number of assessing districts with which 
it will have to deal will be reduced from 562 to 21—a 
contention which seems to me reasonable. The 
Commission’s recommendations seem to me to be 
worthy of adoption. 
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Let us now consider the administration of the 
general property tax in its application to personal 
property. Here we find the existence of a far more 
serious Situation than that revealed to exist in the 
administration of the same tax on real estate. In 
the case of personal property there is not only failure 
to assess equally, but to a very large extent failure 
to assess at all. There is wholesale escape of legally 
taxable property from taxation. The greatest prob- 
lem of the administrator here is one not of correct 
assessment of the property but of detection of the 
existence of the property. For personal property 
unlike real, may be easily hidden. It may be re- 
corded only if voluntarily reported by the owner. 
Legally, all personal property short of certain ex- 
emptions and deductions is subject to taxation. 
Every citizen is required by law, when requested by 
the assessor, to submit under oath a true list of his 
personal effects, furnishings, cash in bank, stock in 
trade and other so-called tangibles, and also of stocks 
and bonds, generally referred to as “intangibles.” 
The assessor is required to check this list, certify it 
as presumably correct and enter the aggregate valu- 
ation appearing on it on the tax roll so that it may 
be taxed as other property under the regular rate of 
3% or 4 per cent or whatever it may be in the par- 
ticular locality. If the law were complied with in 






























Tax Assessed By 








. General property tax. Local 


a. Municipal and County. 


assessors. 


taxes and assessments. 


b. State school tax. Local assessors. 








c. Road, institutional,con- Same as above. 
struction and soldiers 


bonus taxes. 





rm 


. Railroad tax. State tax dept. 












3. Tax on insurance com- 
panies. dept. 








4, Bank Stock tax. 





5. Tax on local public util- State tax dept. 


ities. 





6. Franchise tax on miscel- State tax dept. 


laneous corporations. 


~— 


. Gasoline tax. State tax dept. 





8 Motor vehicle licenses. 





hicles. 












9. Inheritance tax. State tax dept. 


Inc., Chicago, 1931), 2nd ed., and 





ADMINISTRATION OF THE PRINCIPAL TAXES IN NEw JERSEY 








Reviewed Local collectors. 
and equalized by county 
board of taxation; finally 


reviewed by state board of 


Equalized Local collectors. Transmitted 


by state board of taxation. 


Local collectors. 





State comptroller. Part trans- 


State banking and insurance State treasurer. 


County boards of taxation. County collectors. 


Local collectors. 





State tax dept. 
State tax dept. 
State Comm’r of Motor Ve- 


State Comm’r of Motor Ve- 


State Comptroller. 
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this respect, several billions of dollars of personalty 
would be entered on the rolls (it is estimated that 
stocks and bonds owned in this state aggregate 414 
billion dollars) and about as much would be col- 
lected from this source as is now being collected 
from real estate. In reality, however, practically no 
intangibles are entered on the rolls, and of the others 
only some 600 million dollars are entered yielding 
scarcely one-seventh of the amount collected from 
real estate. In other words, the tax is but very 
meagerly enforced. No taxpayer submits a true 
statement of his personal property (that is if he is in 
possession of his senses). No assessor is in a posi- 
tion to verify the statements submitted to him even 
though he knows them to be false. 

It would be unfair to blame the tax officials for 
the collapse of the general property tax on personal 
property. The fault lies with the tax which is unen- 
forceable under its present terms, as applied to per- 
sonalty. Let the legislature introduce necessary 
changes in the tax, and the tax officials will be able 
to enforce it. The commission already referred to 
made some recommendations designed to bring this 
result about. It has recommended that intangibles 
be taxed at a special, very low rate of, say, a fraction 
of one per cent, and that tangible personal property 
be taxed also at a lower rate than real estate, on the 





Collected By Finally Paid Over to 


County and municipal treas- 
urers. 








County and school district 
to State treasurer, and by treasurers. 
latter back to county treas- 


urers. 










State treasurer. 





State treasurer and school 


mitted by latter to county district treasurers. 


collectors. 


State treasurer. 


County and municipal treas- 
urers. 


Municipal treasurers. 








State treasurer. 
State treasurer and munic- 
ipal treasurers, 


State treasurer and county 


hicles. and municipal treasurers. 


State treasurer. 





Compiled from Federal and State Tax Systems, Tax Research Foundation, (Commerce Clearing House, 
from The Revenue System of New Jersey, 
Jersey Commission to Investigate County and Municipal Taxation and Expenditures, (Trenton, 1931). 
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theory that if the rate of the tax will be low the tax- 
payers will be inclined to report their ownership of 
this property honestly. The experience of other 
states which have adopted this system of taxation 
of personal property substantiates this contention. 
The commission recommends a change in the exist- 
ing system of exemption of certain types of person- 
alty, the establishment of an exemption of personal 
effects and household goods up to a certain amount, 
but on the other hand the repeal of exemptions which 
make the tax inconsistent such as the exemption of 


goods in storage. I consider the commission’s pro- 
posals sound. 


It is impossible in this paper to consider in detail 
the work of assessment of the railroad and other 
taxes. Suffice it only to say that this work is con- 
centrated, in New Jersey, to an unusual degree in 
the state tax department and that New Jersey can 
be justly proud of this feature of its tax administra- 
tion. It has certainly resulted in a fairly uniform 
system of assessment of these taxes. 


We shall now pass to the consideration of the 
question of collection of taxes. Here we must ob- 
serve that the collection of the general property tax 
is in the hands of local collectors and that the several 
rates (or taxes) making up the general property tax 
and intended for the use of different governments 
are collectible in one tax bill and at one and the same 
time. This concentration of all the rates in one tax 
bill and collection of payments at one source is an- 
other excellent feature of the New Jersey system of 
tax administration. Having collected the requisite 
amounts, the local collectors transmit the due shares 
of the collections to the county and the state. A 
part and in some cases even all the sums so trans- 
mitted come back to the municipalities as state aid. 
Most of the remaining taxes as shown in the ap- 
pended tabulation are collected by the state collecting 
agencies—in some cases the state tax department, in 
others the comptroller, treasurer or other official or 
department. The proceeds of some of these taxes 
are returned to or reapportioned among the counties, 
which distribute them, in turn, among the localities 
under their jurisdiction. 


One phase of tax collection deserves special men- 
tion. I have reference to the discrepancy which ex- 
ists between the tax calendar and the fiscal year, and 
particularly between the time of the beginning of 
collection of the year’s general property taxes and 
the time of the beginning of the year’s expenditures. 
The work of assessment and computation of the tax 
on each property and mailing of the tax bills is not 
completed until the middle of May. The first half 
of the year’s taxes is not collectible therefore until 
the latter part of that month. In the meanwhile, for 
the intervening 4% to 5 months the municipality or 
county must live on borrowed funds. The taxes that 
are collected are paid out almost immediately in or- 
der to liquidate the temporary loans that have been 
incurred and the municipality or county remains 
without funds and must borrow again in order to 
cover its expenses until November when the second 
half of the taxes becomes payable. The second col- 
lection is likewise paid out almost immediately to 
liquidate the loans, so that the treasury is practically 
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empty when the new fiscal year begins. And so the 
thing goes on, the local government living about 
nine months out of twelve on borrowed funds. 

This mode of living has two great inconveniences. 
One is, that the cost of government is increased by 
the interest which must be paid on the loans. The 
other and even greater inconvenience, is that in times 
of a stringency in the money market such as has been 
prevalent on several occasions in the present busi- 
ness depression, the local governments may find 
great difficulty in obtaining loans on acceptable terms 
or may even be unable to obtain them at all. The 
governments may find themselves at the mercy of 
the lending institutions which may dictate the terms 
under which they would grant the loans and de- 
mand for example the adoption of certain changes 
deemed by them desirable, in the methods of munici- 
pal financing and housekeeping , aS a condition for 
granting the loan. The changes which they may 
demand may not always be sound, for bankers have 
their shortcomings and prejudices and very often are 
not very well informed on matters lying outside their 
immediate field. At any rate, it is not a good policy 
to allow governments to become so dependent on 
money lending institutions. 

The Commission to Investigate County and Munici- 
pal Taxation and Expenditures has recommended 
two devices for the elimination of this continuous 
temporary borrowing. One is the authorization of 
quarterly payments of taxes, which would provide 
for a somewhat more even flow of tax revenue into 
the treasury and reduce the necessity of borrowing. 
The other device provides for a single loan of a 
several years’ duration, which would enable the 
county or municipality to pay off the temporary 
loans it has incurred and to use the taxes that are 
being collected, to meet current expenditures. This 
plan, in my opinion, is eminently sound and not 
difficult of accomplishment. Some fifteen years ago 
a change was made in the tax calendar which was 
fully as comprehensive. The time of collection of 
taxes was advanced half a year and semi-annual pay- 
ments were substituted for annual ones. The change 
was accomplished by means of a device far less con- 
venient than the one now proposed. 

To summarize, the system of tax administration 
in vogue in New Jersey is distinguished by a number 
of very excellent features. The system of review of 
appeals against assessments made by local assessors 
is far in advance of that maintained in most of the 
other states in the country. So, too, is the system of 
centralization of the work of assessment of railroad 
property in the hands of the state tax department. 
The collection of all taxes levied against general 
property at one time and one place by means of one 
tax bill under the New Jersey system is also to be 
commended. 

On the other hand, the New Jersey system of as- 
sessment of real estate by local assessors is just as 
backward as that of most any other state. The sys 
tem of equalization of assessments as between differ- 
ent districts is very ineffective. The taxation of 
personal property is a farce. The time of collection 
of taxes, despite some changes made in it, is still not 
well adjusted to the fiscal year. 


(Continued on page 194) 








T 


prov: 
taxat 
Se 
Whe 
Treas 
than 
any s 
prope 
to th 
duty 
Provi 
Such 
Lieut 
sions 
forei; 
at th 
Dom 
The 
any 
secti 


agre 
Gov 
app 
vari 

N 
esta 
it Ww 
for | 
cont 
sion 













eS. 


1Ci- 
ded 
ous 
1 of 
ride 
nto 
ing. 
fa 
the 
ary 
are 
This 
not 
ago 
was 
n of 
pay- 
inge 
con- 


tion 
nber 
w of 
sors 
the 
m of 
road 
rent. 
1eral 
one 


o be 


f as- 
st as 
sys- 
iffer- 
n of 
ction 
| not 





Multiple Death ‘Taxes 


Reciprocal Agreements Covering Succession Duties 


May Be Had With Canadian Province 


The recent decision of the United States Supreme Court in First National Bank of 
Boston v. Maine, — U. S. —, and the prior decision in Farmers Loan & Trust Co. 


By JEAN-Paut Gacne * 


v. Minnesota, 280 U. S. 204, and similar decisions prevent multiple inheritance or 
estate taxes on intangibles within the United States, but, since it does not seem 
probable that international application will be given to the principles established by 
these decisions, present agreements and practices do not entirely eliminate such tax 
duplication in cases where the decedent holds intangible or other personal property 


in this and other countries. 


Mr. Gagné presents possibilities for extension of 


agreements between the Province of Quebec and taxing jurisdictions in this coun- 


try to forestall overlapping death taxes. 


HE Quebec Succession Duties Act, Revised 
Statutes of Quebec 1925 chapter 29, makes pro- 
vision for reciprocal agreements with other 
provinces or states covering estates in which dual 
taxation may apply. 
Section 36 of that chapter reads as follows: 
When it is shown, to the satisfaction of the Provincial 
Treasurer, that in any part of the British Dominions other 
than the Province of Quebec, or in any foreign country, 
any succession duty whatever is levied on account of any 
property that is also subject to succession duty according 
to the law of this Province, he may then make, for the 
duty so paid, an allowance from the duties payable in the 
Province with respect to the same property. 
Such allowance, however, may be made only if the 
Lieutenant-Governor in Council has extended the provi- 
sions of this section to such British Dominion or such 
foreign country, after an understanding has been arrived 
at that similar treatment will be accorded by such British 
Dominion or foreign country to the Province of Quebec. 
The Lieutenant-Governor in Council may amend or revoke 


any order-in-council made under the provisions of this 
section. ; 


Although the foregoing section was embodied in 
the Quebec Statutes as far back as 1916, no such 
agreement has yet been concluded with any other 
Government and the reason for this is none other 
apparently than lack of initiative on the part of the 
various governmental departments. 


Naturally enough, dual taxation results in certain 
estates through the operation of the Quebec Act and 
it would, it seems to me, be in the common welfare 
lor the various governments in the North American 
continent to take advantage of the foregoing provi- 
sion of the Statute. 


Taxable Estate Includes Property Outside of 
Province 


The main principle in the Quebec Statute is that 
all property, moveable or immoveable and situate in 
the Province, is subject to succession duty. The tax 
on property situate in the Province is computed on 
the basis of the total estate, even though part of the 
estate consists of property outside the Province. 


——_— 


* Avocat, Montreal, Canada. 





Editor. 


Thus, if property in the Province is figured at 
$100,000 and the total estate at $1,000,000 the tax, 
for succession duty purposes, is based upon that of a 
$1,000,000 estate. The foregoing applies even though 
the beneficiary be domiciled within or without the 
Province. 

All moveables situate without the Province are 
subject to a duty under the act when the domicile 
of the deceased and the beneficiary is within the 
ProWince ; jurisprudence setting forth that such was 
a case of transmission within the Province itself. 

All moveable property situate within the Prov- 
ince is subject to a duty under the act even though 
the deceased or the beneficiary may be domiciled 
outside the Province. 

Immoveable property situate outside the Province 
is not taxable but its value is considered in deter- 
mining the amount of tax payable on property sit- 
uate within the Province. 

The Beneficiaries Seizin Act, R. S. Q. 1925, chap- 
ter 30, avoids the payment of succession duties where 
the deceased was domiciled in the Province and 
bequeathed moveables outside the Province to a per- 
son not domiciled therein. This Act, however, im- 
poses certain formalities upon the beneficiary in such 
a case and the payment of certain fees. 


Many Estates Involved 


It is quite evident that there are many estates 
which will have to bear a dual taxation in one way 
or another, and in these days of high taxation upon 
estates and in the light of economic necessity for a 
diversified and varied form of investment by indi- 
viduals in the building up of an estate, it would ap- 
pear to be most natural that mutual agreements 
between provinces and states should be entered into 
with a view to alleviate the operation of an other- 
wise double taxation. 

While it is true that some of the American states 
now waive the imposition of death taxes upon in- 
tangible personal property owned by non-residents, 
the matter of reciprocity in succession duties on 
moveables other than intangible personal property 
remains one that can be had by these states with 
the Province of Quebec. 






















































































































































































































































































































































Taxation in the Farm States 


By Dan W. TuRNER * 


statement on taxation. Every state in the 
Union is confronted with the imminent, 
serious problem of burdensome taxes. 

Before taking up the subject of state and local 
taxes, let us consider for a moment the tremendous 
increase in the cost of both Federal and state gov- 
ernments in recent years. The general inference is 
that the cost of state and local governments has in- 
creased in proportion far beyond that of the cost of 
the Federal Government. To get the true perspec- 
tive and reach just conclusions it is necessary to 
consider the service rendered by the two branches 
of government. We have to appraise the service 
rendered by the forty-eight states through govern- 
ment as compared to the service rendered by the 
Federal Government. 


M: assignment in this Conference is for a short 


State and Federal Government Functions Compared 


The states pay practically all the cost of educa- 
tion of our citizens. In many of the common- 
wealths this requires almost 50 per cent of the tax 
outlay. The states pay the large part of the cost 
of road building. The individual states set up their 
own police systems to protect the lives and property 
of the citizens, and, while I do not have the figures 
at hand, there is no question the cost of the #tate 
courts would be greatly in.excess of the cost of the 
Federal courts. The states take care of the delin- 
quents, the criminals, the indigent, the poor and the 
orphans. The Federal.Government has small re- 
sponsibility and renders limited service in support 
of the eleemosynary and penal necessities of organ- 
ized society. That we need a strong and stable 
Federal Government no one will deny, for this is 
the headship of the Nation, but if services rendered 
to the people are to be the criterion, the responsi- 
bility of the combined forty-eight states far exceeds 
the responsibility of the Central Government. It is 
clear, therefore, that the cost of Federal Government 
exceeds the cost of state and local government, when 
services rendered to the people are taken into con- 
sideration. 

We should keep history straight. While the state 
and local taxes have increased at an alarming rate, 
the ominous fact must be faced that the cost of 
Federal Government has reached even higher pro- 
portions. However, we realize our influence in ob- 
taining retrenchment in Federal expenditures is 
indirect, while our influence and responsibility in re- 
ducing the cost of government in our states is direct. 
We must accept this challenge. Any state in the 
Union can reduce the cost of government, accom- 
panied by reduction in taxes, when the people of 


the state become fully determined to accomplish that 
result. 


Ascending Costs of Government 


Since the foundation of the government taxes have 
been going up steadily, until now the burden is so 
great that confiscation of property seems imminent 


* Governor of Iowa. 
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unless we find a solution of the problem. In many 
of the states, taxes have quintupled in the past 30 
years. When the times were prosperous and busi- 
ness was good throughout the country, reckless 
expenditures were encouraged, both private and pub- 
lic. Our citizens were incurring obligations when 
the dollar was cheap and now they are called on to 
to meet them and the dollar has become excessively 
dear. In the meantime, the cost of government has 
been mounting steadily. Taxes remain at the high 
peak even though the income of the people is greatly 
shrunken. Since the organization of government 
there has been a constant increase in taxes decade 
by decade and in fact, almost year by year. The 
question is, what to do about it. The answer is not 
far to seek. Drastic curtailment of expenditures 
and revision of the tax laws to spread out the bur- 
den equitably among the people. Let us consider 
the matter of economy first. 

The cost of government must and can be reduced. 
It is a grim necessity. The annual earnings of the 
people have been reduced fifty per cent this period, 
yet taxes are at the highest peak in history. The 
economic structure cannot stand the strain for long. 

Right here let us meet one argument often heard 
in the discussion of taxation. For many years some 
citizens have meekly accepted the theory that as 
time goes on the cost of government is bound to in- 
crease. In some quarters it seemed to be accepted 
that as our problems—social and economic—became 
more complicated, the services of government would 
naturally and inevitably augment. 
many economists has been one of resignation as they 
viewed the cheerless prospect. Let us, in discus- 
sion of taxation, not be discouraged by these dreary 
conclusions. I do not take any stock in these theo- 
ries of acquiescence. Admit they are sound and you 
acknowledge it is only a question of time until there 
will be general confiscation of property. To refute 
this argument of hopelessness I point to recent proof 
in several states that it is possible to reduce taxes. 
In Iowa for one, we have turned about and are start- 
ing in the other direction. If I did not have this 
positive proof, I would still believe it possible to 
bring about drastic reduction in the cost of govern- 
ment, because I. believe the people of this country 
are too intelligent to stand supinely by and see the 
government crumble before the onrush of profligacy, 
greed and extravagance. The burden of bureauc- 
racy has become intolerable, and the people know it. 


Tax Reduction in Iowa 


In Iowa we have made a start in the direction 
of reduction in taxes. The work is only in its in- 
cipiency, but in view of the statement made by 
Malcolm Cutting, who has made a tax survey in 
other states, that “Iowa Leads in Tax Slashes”—l 
thought you might be interested in a brief statement 
outlining the economy and tax revision program 
in our state. 


In 1930 direct taxes collected in Iowa amounted 
to $110,307,034.39. This is the total amount ol 
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money paid across the counter to the county treas- 
urers in our state. This does not include the gaso- 
line or auto vehicle tax nor does it include revenue 
to the amount of approximately $6,500,000.00 com- 
ing from indirect sources such as the inheritance, 
cigarette and oleomargarine tax and the tax on the 
gross premiums of insurance companies. 


In studying the tax question it is well to keep in 
mind that the gas tax and the auto vehicle tax does 
not have any bearing on the problem for the reason 
that all of the revenue derived from these two 
sources is used on our highway system. 


To understand our problem in Iowa we should 
center our thought on the amount of direct taxes 
which as stated before is $110,307,034.39. This is 
the burden that is borne in a large part by visible 
property in our state, and until this year it has con- 
stantly increased year by year. In February, 1931, 
while the Legislature was in session, I called to- 
gether the heads of all the Departments of State in 
a joint meeting with the Appropriation Committees 
of the General Assembly. At that time a program 
was outlined and some conclusions reached as be- 
tween the asking departments and the appropriating 
bodies. Reductions were made in the appropriations 
asked. That, in conjunction with the fact of in- 
creased revenue from indirect sources, enabled us to 
cut down our state levy 20 per cent this year as 
compared to last. This is the greatest reduction in 
the cost of state government that has been made 
since the state was organized. 


During the same General Assembly a law was 
passed providing for a 5 per cent cut in taxes 
throughout the whole state. This was an arbitrary 
measure and entailed considerable opposition, but it 
has been acceded to and is proving to be beneficial. 
The cut was made as against the taxes collected in 
1931 and will reduce the total amount of taxes col- 
lected in the state approximately five million dollars. 


The Board of Assessment and Review has full 
power in Iowa in valuing property for assessment 
and lowered the assessed valuation of farm prop- 
erty $130,000,000.00; city property $30,000,000.00— 
a total reduction of $160,000,000.00 in the assessed 
valuation of property in our state. 


In conjunction with these activities, the different 
taxing districts; counties and school; took up the 
matter of retrenchment and reduced the cost of gov- 
ernment in many of the counties of the state. With 
the saving of $2,000,000.00 in the cost of state gov- 
ernment, approximately $5,000,000.00 through the 5 
per cent arbitrary tax reduction law and the lower 
valuations of property just cited, and the lowered 
budgets worked out in many of the counties—the 
total reduction in taxes in Iowa this year as com- 
pared with last will reach a sum of $10,059,688.47. 
(9-11/100 reduction.) The taxes paid in Iowa this 
year will be less than they have been since the year 
1920. This is a fair showing, but as a matter of fact, 
I feel in view of economic conditions that it is in fact, 
only a start in the right direction; however it does 
prove the fallacy of the old argument alluded to 
earlier in my address, to the effect that taxes cannot 
be lowered. There is still much to accomplish in 
lowa in the way of tax reduction. It is my opinion 
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that we can cut down the cost of government until 
we get the business of state, county, municipality 
and school on a sound retrenchment basis and re- 
duce the tax burden until it is in line with the price 
that we now receive for our raw materials and in 
harmony with present business conditions. This 
would bring the element of justice in taxation and 
we should not be satisfied until we have reached 
such an objective. 

The cost of state government, of course, is not 
the large item found on the tax receipt. In Iowa 
about one-tenth part of the average farmer’s taxes 
goes to the cost of his state government; however, 
there is an opportunity for still further retrenchment 
in this regard. I am convinced that, with the aid of 
Legislative action, we can have consolidation of 
Departments that will assure a great saving and at 
the same time continue adequate service. 

The reduction in the state levy has been accom- 
plished without threatening the balances in the 
state treasury—in other words, we are not ‘ ‘eating 
out of the crib.” The average monthly balance is in 
the neighborhood of three million dollars. 

You have noted that about $8,000,000.00 of our 
tax reduction was obtained through reduction in the 
county, school and municipal budgets. I have a re- 
port showing the reduction in taxes reported in 
ninety-eight of our ninety-nine counties. This is 
according to the reports as they come into the Bud- 
get Department from the county treasurers. 

The reduction in the state tax for 1932 in 98 
counties is $2,382,293.00—the reduction in the coun- 
ty tax for the 98 counties is $3,965,079.79—the re- 
duction in the city and town tax is $958,519.53—the 
reduction in city and town school tax is $1,375,024.33 
—the reduction in rural school tax is $848,702.26 and 
the reduction in the township tax is $34,135.14. Still 
further reduction can be had when we set our minds 
and purposes to this task and it can be accomplished 
without impairing efficiency of government of the 
state, county, school or municipality. 

Going back now to the state government. I re- 
ferred to the conference that was held in 1931 where 
the retrenchment program was first taken up. I 
will refer to one or two departments to give an idea 
as to how this reduction has been brought about. 

Take our Board of Control. This board has charge 
of all the penal and eleemosynary institutions in our 
state. The Board of Control reduced their askings 
for the biennium period beginning July Ist, 1931 in 
accordance with the retrenchment program. It is 
most interesting to note that the report of this 
board, showing their operations for the first 9 
months of the new fiscal year from July Ist, 1931 
to March 3lst, 1932, show that they have made a 
saving of $510,000.00. Under a reduced appropria- 
tion they have still found it possible to save over one- 
half million dollars in a period of nine months and 
the service rendered to the wards of the state is not 
being curtailed or impaired in any degree. This was 
accomplished through strict business management. 

The Highway Commission, although maintaining 
800 miles more primary road than last year, has 
made a reduction of $571,000.00 or 25 per cent in 
their maintenance costs for 1932 as compared with 
the average for the last three years; they have re- 
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duced the number of employees, cutting their wage 
expense in that manner approximately $650,000.00 
as compared with last-year; they have made a re- 
duction in all salaries over $1,000.00 totaling 
$76,000.00. These reductions make a total of ap- 
proximately $1,297,000.00 in savings thus far effected 
by the Highway Commission. 

I refer to these two boards as an example of what 
can be accomplished when determined effort is made 
to get the business of the people on a retrenchment 
basis and demand “value received” in the expendi- 
ture of the taxpayer’s dollar. 


Tax Revision Principles 


The matter of reduction of governmental expendi- 
tures and the one of tax revision are two separate 
and distinct problems. Let us turn for a brief space 
from the question of economy to the one of tax re- 
vision. Tax revision must be considered in any at- 
tempt to reduce the taxes on visible property. The 
‘ time is here when we must demand revision that will 
bring to the state treasury more revenue from indi- 
rect sources. As the chief indirect revenue produc- 
ing agency, I advocate the state income tax. 

This is the fair principle of taxation. The fact 
that incomes are curtailed does not affect the prin- 
ciple at stake. Twenty-two states in the Union now 
have such a tax. I took this issue to the people in 
1930, and a state income tax was overwhelmingly en- 
dorsed by the electorate. This is the sound princi- 
ple of taxation. It is based on the theory that taxes 
should be paid according to ability to pay. The 
argument that is made that it is an additional tax 
and that it will not reduce the taxes on real and 
other visible property is without merit. In Iowa 
we can produce revenue enough through this tax 
and other indirect taxes to pay the entire cost of 
state government, and when full justice obtains in 
the tax situation, there will be additional revenue 


to allocate to the school districts of the state. In* 


order to make it a “copper-riveted” replacement tax 
I would incorporate in the law a provision that here- 
after there shall be no millage tax applied to prop- 


erty for state purposes. This insures the income tax - 


and other indirect taxes as replacement taxes and 
in degree will lighten the burden on farms, homes 
and other visible property. I presume our state is 


Summer Symposium in Taxation 
at Columbia University 


OLUMBIA UNIVERSITY announces a “Sym- 

posium in the Law and Practice of Taxation” 
to be conducted as a part of the summer session of 
the University from July 5 to August 12, 1932. It 
is intended to afford an opportunity for accountants, 
bankers, economists, and lawyers to pool their re- 
sources in the consideration of current major tax 
problems. 

The course will consist of an organization meet- 
ing and twelve sessions. Five of these sessions on 
successive Tuesdays and one on Monday (August 1) 
will be devoted to discussions on various phases of 
the subject by special lecturers chosen on the basis 
of their expert knowledge. Each of these sessions 


_ of 90 per cent of the taxes. 
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typical of many other states. In many of these 
states, visible property representing approximately 
half the wealth of the state pays in the neighborhood 
Such palpable injustice 
points to the stern necessity of genuine tax revision. 
To encourage ownership of homes, to reduce the 
burden on all tangible property, it is absolutely nec- 
essary to provide for indirect taxes. 

I am opposed to a general sales tax. The sales 
tax, to my mind, is an acknowledgment of failure. 
It is not based on the sound principle that taxes 
should be paid in proportion to income and earnings. 
It may be necessary to provide for certain luxury 
taxes in addition to an income tax but a general 
sales tax is obnoxious, for the reason that it is a tax 
on the necessities of life. It taxes the full income 
of the wage earner and the man of modest means 
who is compelled to spend all of his income for neces- 
sities. It taxes only a fractional part of the larger 
incomes, for the reason that men of wealth spend 
only a small part of their incomes for necessities, 
therefore it bears much heavier in proportion on the 
people of modest means. The sales tax is particu- 
larly unfair to the farmer. The farmer is one citi- 
zen who has nothing to say about the price he 
receives for his produce nor any influence in deter- 
mining the price of the merchandise that he is com- 
pelled to buy. The sales tax would double up on 
him, for the reason that he would pay the tax every 
time he made a purchase and the tax would be de- 
ducted from everything he sold. 

What we need is a distribution of the tax burden, 
equitably among all the people. The forces of reac- 
tion will constantly oppose.any effort made for 
genuine tax revision. Many of them, enjoying large 
incomes, send their children to our schools—and 
nearly half of our money goes to our schools—they 
enjoy the protection of the courts; they demand all 
the services that are rendered by organized society 
but they are loath to pay their share of the cost of 
government. I would like to have a humble part 
in formulating tax revision laws that would impel 
these citizens to make their just contribution to the 
maintenance of the institutions of liberty. Govern- 
mental extravagance and tax inequality take their 
places with concentration of wealth and lawlessness 
—the four powerful enemies of Democracy. 





will be followed on Thursday with a round table dis- 
cussion, presided over by Professor Roswell Magill 
of the Columbia University School of Law. 
Participation in the symposium is open to lawyers, 
bankers, accountants and business men interested 
in the subject; to law students of second and third 
year standing; to graduate students of law and eco- 
nomics; and to teachers of law, finance, or eco- 
nomics. Upon organization it is expected to divide 
those participating in the course into six groups. 
Each group will study intensively some one phase 
of the subject to be discussed by the various lec- 
turers. Following each of the six lectures the group 
particularly studying the phase of the subject elabo- 
rated by the lecturer will provide a commentary on 
the problem thus opened. The fee for the course is 
(Continued on page 190) 
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NE of the strangest chapters in the history of Congres- 

sional revenue legislation was concluded on May 9, 

when, after patching together and later discarding a 
rambling, billion dollar tax superstructure, the Senate 
Finance Committee shunted to the Senate a bill bearing 
few resemblances either to the Committee’s creation up to 
May 6 or to the House bill. The eleventh-hour revamp of 
the schedule of taxes occurred after Secretary of the Treas- 
ury Ogden L. Mills had vigorously condemned the Com- 
mittee’s proposals as well as the House bill. Conciliatory 
negotiations with the Secretary immediately started, and in 
less than two hours virtually a new bill, based largely on 
the Treasury plan and representing a compromise between 


ia? a aiaasan and Administration viewpoints, had been 
drafted. 














Individuals—Normal Income Tax 

























Senate 
Present House Committee 
Act Bill Bill 
Per cent Per cent Per cent 
ae eee 1yY 2 3 
$4,000 to $8,000 ........ 3 4 6 
rer (SGG0e 22. ieee 5 7 9 
Surtaxes 
Present House 
Amount surtax Bill * Increase * 
Per cent 
$ 10,000 none $ 40 
14,000 $ 40 120 200.0 
20,000 220 360 63.6 
44,000 2,240 3,120 39.3 
70,000 6,060 9,360 5405 
80,000 7,860 12,660 61.1 
100,000 11,660 20,160 72.9 





* The surtax rates in the House bill were not disturbed by the 
Senate Finance Committee on incomes up to $150,000, but the 
Committee proposes graduated rates to 45 per cent instead of the 
House bill’s 40 per cent maximum on incomes in excess of $100,000. 

















Exemptions 
Senate 
Present Act House Bill Committee Bill 
Single persons ......... $1,500 $1,000 $1,000 
Married persons ....... 3,500 2,500 2,500 
Corporations—Income Tax 
Senate 
Present House Committee 
law Bill Bill 
Tax ‘rate, per cent ........ 12 13% 14 
Re eee $3,000 $1,000 none - 
Consolidated returns: 
Tax rate, per cent:...... 12 15 14 







Estate Tax and Gift Taxes 


No changes from the House rates were made by the Senate 
Finance Committee. The House bill’s relief measure, permitting 
revaluation of depreciated estates, was deleted by the Committee. 







Stamp Taxes 












Senate 
Present House Committee 
Act Bill Bill 
Produce futures—(per 100) 1¢ 5¢ 1¢ 
Stock transfers.......... . 2¢ 4¢ (4% 4¢ flat 
minimum) 
Bonds transfers........... none 2¢ (4% 1¢ flat 
minimum) 
abr “ames: 523. .'. 2 Se 5¢per$100 10¢per$i00 10¢ per $100 
Bond issues.............. 5¢per$100 10¢per$i00 10¢ per $100 
eee ee 50¢ per $500 50¢ per $500 








Proposed Tax Revision Compared with Present Law 


The estimated revenue provided by the revised bill falls 
something like $32,000,000 short of the amount that the 
House bill supposedly would produce, and in order to effect 
a balanced budget calls for a reduction in Federal expendi- 
tures of around $231,000,000. The total revenue return over 
that which would be available under the present law for the 
fiscal year 1933 is estimated at $1,010,000,000. 

The Senate Finance Committee reduced to a handful 
miscellaneous and excise taxes, added import taxes on 
asphalt, copper, crude rubber, lumber, paraffin and other 
petroleum wax products, increased income tax rates on 
individuals and corporations, eliminated the privilege tax 
of 1%4 per cent on consolidated returns, changed the stock- 
loss limitation (Sec. 23(r)) to make it applicable only to 
securities held less than two years, allowed a “net loss” 


Excise Taxes’ 


Present House Senate 
Act Bill Committee 

Bill 
a none 4¢ a gal. 4¢ a gal. 
Automobiles—passenger ........ none 3% % 
og er ae none 2% 3% 
Automobile accessories? ........ none 1% 2% 
Grape concentrates............. none 35% ad val. 20¢ a gal. 

Brewer’s wort (less than 15% 

BRN F< eee... 85. Okino ed none 5¢ a gal. 15¢ a gal. 
Malt syrup, liquid and extract. ..none 5¢ a gal. 3¢ a lb. 
CRC Ik voc ecnecdenss none 5% 3% 


Import Taxes 











Senate 
: , Present Act House Bill Committee Bill 
Lubricating oils .......... ....none none 4¢ a gal.3 
Crude petroleum and fuel oil. ...none 1¢ a gal. 1%4¢ a gal. 
OOS el a Ee eae ee aes none 1¢ a gal. 21%4¢ a gal. 
Paraffin and other petroleum 
WE (MNONURAS) 0577.5. Rs none none 1¢ a lb. 
ra SE es Hat SR erate Caner none none 10¢ per cwt. 
IEE SET OE On none none $3 per M ft. 
Coal, coke, and briquets........ none 10¢percwt. 10¢ per cwt.4 
CE hei A ons clr aknan ee none none 4¢ a lb. 
oo gS eae ae leenretaieeat: none none 5¢a lb. 
Other Taxes 
Present House Senate 
Act Bill Committee 
Bill 
Batik clseckssis. 22005055055. none none 2¢ 
Race track admissions®... 10% (over $3) 10% (over $3) 25% 
pO Rr eee none 5 & 10¢ 5% 
bn oo none 5 & 10¢ 10 to 20¢ 
Degen Wit 23h... Sass none 10% ® 7 
Radio and cable messages.. none 5 & 10¢ 10¢ flat 
Postal rates (first class)... 1¢ addtl. 1¢ addtl. 
Postal rates (second class) . increased 
Pipe lines—transportation . none 8% 3% 
Snr oc gektris yore 10% 10% ® 10% ” 
Radios and phonographs... none 5% 5% 





1 All House excise taxes not in this table were eliminated by 
the Senate Finance Committee. 

* Tires and tubes exempt. 

3 Imported lubricating oils are exempt from domestic excise tax. 

4 Exemption if exporting country’s purchases from United States 
during previous year exceeded our imports from there. 

5 Horse and dog races. 

® Radio broadcasting stations or networks excluded. 

7 Radio broadcasting stations or networks not exempt. 

8 $3 exemption. 

®46 cents exemption. 


1010 cents exemption. Prize fight admissions excluded from 
exemption. 
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carry-over for one year, including the years 1932, 1933 and 
1934, reduced the tax on stock and bond transfers, raised 
the automobile excise taxes to 4 per cent on passenger 
cars, 3 per cent on trucks and 2 per cent on accessories, 
removed automobile tires and tubes fram the classification 
of accessories, and otherwise modified the House Bill. 


Income Tax Changes 


TS normal tax rate on individuals begins with a rate 
of 3 per cent on the first $4,000 of taxable income above 
exemptions; the rate on the next $4,000 is 6 per cent; and 
the remainder is taxable at 9 per cent. Surtax rates are 
graduated from 1 per cent on net income of $6,000 to 45 
per cent on the excess of net income over $1,000,000. Forty 
per cent was the maximum rate in the House bill, appli- 
cable upon net income in excess of $100,000. The earned 
income credit of 12% per cent of the earned net income up 
to $12,000 remains the same as in the House bill, and, like- 
wise, the House provisions for personal exemptions of 
$1,000 for a single person, $2,500 for a married person or the 
head of a family, and $400 for each dependent were ap- 
proved. An amendment submitted by Senator Gore (Dem.) 
of Oklahoma provides that an individual receiving compen- 
sation from a corporation in excess of $75,000 a year is 
taxable on the excess at the rate of 80 per cent. 


The corporation tax rate of 14 per cent is % per cent 
higher than was made in the House bill. The specific 
credit of $1,000 for corporations earning less than $10,000, 
as provided in the House bill, was eliminated. An amend- 
ment sponsored by Senator Gore providing that the amount 
in excess of $75,000 of any salary paid by a corporation 
may not be deducted as an expense was adopted. The 
object of the Gore amendments is to reduce the loss of 
corporation taxes through payment of high salaries and 
bonuses. 


The Committee agreed to the House provisions Sec. 23 
(p-1) and Sec. 25 (a-1), making subject to the normal tax 
dividends from corporations that are exempt from the cor- 
poration tax. It also approved the elimination of Sec. 22 
(b-7) of the 1928 Act, thus striking out the $300 exemption 
allowed for dividends received from building and loan 
associations. Thereby dividends from building and loan 
associations, and from preferred stock of farmers’ coopera- 
tives and similar companies are to be taxed at normal and 
surtax rates in 1932 and subsequent years, and the “little 
fellows” lose the benefit of the $300 exemption, hitherto 
allowed them. 


The Committee reversed the House, however, by voting 
to exempt dividends from corporations subject to the in- 
come tax from the application of the normal rates. By this 
action, the provisions of the present law were restored. 


Limitation upon stock losses put by the House on the 
sale of capital assets was removed by modification of Sec- 
tion 23. In the House bill, losses from the sale of stocks and 
bonds, whether or not capital assets, could be offset only 
against gains from the sale of stocks and bonds. The 
Senate Committee bill provides that losses on sales of 
stocks and bonds that are capital assets may be deducted 
as under the 1928 Act. Losses from sales where the stocks 
and bonds are not capital assets may be offset only against 
gains from sales of securities which are non-capital assets, 
but if there are no such gains against which non- -capital 
losses from the sale of securities may be set off, these 
losses, up to the amount of the entire taxable net income 
for the year, may be carried over into the next succeeding 
year, and set off against non-capital gains from sales of 
stocks and bonds of that year. 

The Senate Finance Committee followed the House in 
plugging a loophole in the “wash sales” provisions of the 
1928 Act by approving the new section 101 (8-D). By 
this provision the acquisition date of the new securities 
which replace the substantially identical old ones sold at 
a non-deductible loss, under the wash sales provisions of 
Section 118, is the date when the old securities so disposed 
of in the non-deductible wash sale loss transaction were 
acquired; thus, if the total period during which the old 
and new securities are held is more than two years, then 
the new securities classify as capital assets, and their sale 
at a loss represents a capital loss, rather than an ordinary 
loss for purposes of Sec. 101 of the Act, and if such capital 
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loss is also a “capital net loss” of the year, as defined in 
Sec. 101, then only 12% per cent of it is deductible. 

The “net loss” provision, Section 117, was modified to 
provide that net losses may be carried over into the next 
succeeding year. The House had forbidden the carry-over 
of losses for 1931, 1932 and 1933 into the subsequent years, 
and had reduced the carry-over ‘period to one year for sub- 
sequent years. 

Section 44 (d), covering gain or loss upon disposition of 
installment obligations was modified. The present law 
provides that where the obligee dies, his estate must pay 
income tax on the fair market value of the obligation at 
the time of death. Under the Committee amendment, the 
income tax on the remaining installments is payable by the 
beneficiaries in the years in which the installments fall due 
and are paid, provided bond is given as security for the 
payment of the tax. 

Several time-honored exemptions were stricken from the 
House bill. Sec. 116 (a), providing that citizens of the 
United States that are bona fide residents of other countries 
for more than six months of the year will not pay income 
tax on earned income received from sources outside the 
United States, was eliminated. Credit for foreign taxes may 
be taken, however, under Section 131. Salaries of future 
presidents and judges henceforth appointed were brought 
within the purview of the income tax, as were amounts 
received as compensation, family allotments, or allowances 
under the veterans’ acts, or as pensions. 


Changes Primarily Affecting Business Organizations 


The Committee changed the percentage of the reserve 
fund of life insurance companies that may be deducted 
from the gross income to the actual percentage up to 4 
per cent of the reserve used by the various companies. 
Thus a company with a 4 per cent reserve may deduct 4 
per cent of the mean of the reserve funds, and a company 
with a 3% per cent reserve will be allowed only a 3% per 
cent deduction. The House, in Section 203, provided for a 
3% per cent deduction. 

In reversing the House action limiting the credit for for- 
eign taxes up to that proportion of the Federal tax which 
the net income from the taxing country bears to the total 
net income, the Senate Finance Committee restored the 
present law, allowing credit up to the proportion which 
the total net income earned outside the United States bears 
to the total net income. The House provision, however, 
was followed to the extent of requiring the taxpayer to 
elect whether he is to credit his foreign taxes against his 
Federal tax or to deduct them from his income, and for- 
bidding him from deducting that part of the foreign tax 
not allowable as a credit from his taxable income. 

Approval was given to Section 112(k), providing that a 
foreign corporation may not be considered in a reorganiza- 
tion unless prior to the exchange it is established that the 
plan is not principally to avoid income taxes. This section 
is designed to stop the so-called “Newfoundland reorgani- 
zation” tax avoidance schemes. It links up with Section 
901, imposing an excise tax of 25 per cent of the excess of 
value of stock or securities over its basis in the hands of the 
transferor where transferred as paid-in surplus by a citizen 
of the United States to a foreign trust or corporation as 
part of a tax-avoidance scheme. The Senate Committee 
broadened this section to include “a contribution to capital,” 
and also those cases where the transferor is “a partnership, 
or a trust not a foreign corporation,” and where the trans- 
feree is a “foreign partnership.” 

The House action in changing the phrase “the basis pro- 
vided in Section 113” in Section 111 of the 1928 Act to 
“adjusted basis provided in Section 113 (b)” was ratified. 
By this change it is specifically provided that the basis in 
the hands of the transferee is the basis of the predecessor 
owner, after adjustment for depreciation. The Board of 
Tax Appeals, in Burlington Gazette Company, 21 BTA 156, 
held that under the 1928 Act, Section 111 meant basis of 
the predecessor owner without adjustment for depreciation. 

Section 113 (a-8), as written by the House, was approved 
by the Committee. This section provides that as to prop- 
erty paid into a corporation as paid-in surplus, the basis 
to the corporation shall be the same as to the transferor, 
removing the effect of the Board of Tax Appeals decision 
in Rosenbloom Finance Corporation, 24 BTA 763. 
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The door definitely snapped shut on the so-called 79 per 
cent reorganizations when the Committee approved Sec- 
tion 113 (a) (7), reducing the continuity of interest from 
80 to 50 per cent. This step closed an important loophole 
whereby taxpayers have increased the basis of assets by 
securing new interests to the extent of 21 per cent. 

Sulphur and metal mines were deprived of the discovery 
value basis for depletion by the Senate Finance Committee, 
and were given a percentage depletion allowance (Sec. 
114 (b) (4)). The rate for metal mines is 15 per cent of 
the gross income from the property during the taxable year, 
up to 50 per cent of the net income of the taxpayer, com- 
puted without allowance for depletion, and sulphur mines 
have a 23 per cent rate. The Committee provided that 
depletion allowance, in the case of metal and sulphur mines, 
may be figured on a percentage, cost ,or on a March 1, 1913 
valuation basis in 1933, but the election of method made in 
1933 will be binding in future years. The discovery value 
basis for depletion of coal mines was not eliminated. 

The Senate Committee approved the House amendment 
striking the last sentence of Section 115 (d), thus making 
taxable at the surtax rates distributions from depletion 
reserves based on the discovery value of mines. 


Manufacturers’ Excise Taxes 


= Senate Committee swept from the bill, in last min- 
ute action, most of the excise taxes voted by the House, 
and restored to these and to the miscellaneous and stamp 
taxes, the two year period of limitation voted by the House. 
These taxes become effective 15 days after enactment, and 
are inoperative after June 30, 1934, except that the automo- 
bile, truck and accessories tax operates until August 1, 1934. 
It is provided that automobile chassis, sold to a manufac- 
turer of automobiles, shall be tax-free, and the tax is to be 
be paid by the manufacturer on the sale of the completed 
product. Under the House bill, the manufacturer of the 
chassis paid the tax. Section 619, providing that the ven- 
dee, under contracts of sale for future delivery made before 
March 1, shall be liable for the excise tax, was modified to 
apply to contracts made before May 1, 1932. 

In addition to the imposts on automobiles and accessories, 
Section 601 provides for manufacturers’ excise taxes as fol- 
lows: lubricating oils, all grades, 4 cents a gallon; grape 
concentrates, 20 cents a gallon; brewer’s wort, 15 cents a 
gallon, instead of 5 cents as in the House bill; liquid malt, 
malt extract and malt syrup, 3 cents a pound, instead of 
35 cents a gallon—but if liquid malt contains less than 15 
per cent of solids by weight, it is taxable as brewer’s wort. 
Sales to bakers for use in baking and to a manufacturer of 
malted milk, medicinal products, foods or textiles for the 
manufacture of these products are exempt. 


Five Import Tax Levies 


FTER throwing out the tariff items included in the 

House bill, the Committee reversed itself to include 
tariffs on lumber, at $3 per thousand feet, rough or planed; 
on coal and coke and coke briquettes manufactured there- 
from, 10 cents per hundred pounds; on crude petroleum and 
fuel oil, % cent a gallon; on gasoline, 2% cents a gallon; 
on lubricating oil, 4 cents a gallon, on paraffin and other 
petroleum products, 1 cent a pound; on asphalt, 10 cents a 
hundred pounds, and on copper, 4 cents a pound. Crude 
rubber bears a 5 cent a pound rate. Provision was made 
by the Committee for the exemption in any year of coal 
and coke imported from countries, which, during the previ- 
ous year, had imported more from the United States than 
had been sent to the United States. 

The only other excise taxes remaining in the bill as writ- 
ten by the Senate Finance Committee are on automobiles, 
chewing gum, radios and pipelines. The automobile rates 
have been given. Chewing gum bears a 3 per cent rate, 
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radios a 5 per cent rate, and pipelines a 3 per cent rate, with 
the tax assessed on the owner, who is to collect it from 
the purchaser of the pipeline service. The levies on furs, 
toilet articles, safe deposit boxes, jewelries, candy, boats, 
mechanical refrigerators, sporting goods, cameras, fire- 
arms, shells and cartridges, matches and soft drinks, voted 
by the House, were eliminated by the Committee. 


Miscellaneous Taxes 


ELEPHONE messages were given new rates by the 

Committee. The exemption was raised from 30¢ to 
50¢; messages costing between 50¢ and $1.00 are to be taxed 
ten cents; between $1.00 and $1.99 15 cents, and $2.00 or 
more, 20¢. Telegraph messages bear a flat rate of 5 per 
cent, and radio and cable messages a rate of ten cents a 
message. The rate on leased wires was reduced from 10 
per cent to five per cent, and the exemption given by the 
House to radio broadcasting stations or networks was elim- 
inated, together with the exemption given by the House to 
lessees of wires who are engaged in the collection and 
dissemination of news through the public press. 

Admission exemptions were reduced to 10 cents on the 
last day of the Senate Finance Committee consideration, 
and the Committee agreed to the House provisions taxing 
free admissions and the brokerage on ticket sales. Horse 
and dog race admission tickets bear a 25 per cent levy, but 
the admissions to college games and to the Olympic games 
are exempt. 

The stamp tax of 10 cents on each $100 value or fraction 
thereof of bond issues (Sec. 721) was preserved, but an 
exemption was made for contracts wherein the purchaser 
is not permitted to pay more than 20 per cent in any one 
year “of the cash amount to which he is entitled upon 
maturity of the instrument.” 

The stock issue tax (Sec. 722) bearing a rate of 10 cents 
on stocks with par or actual value of $100 or more (2 cents 
on each $20 of actual value, or fraction thereof, in the case 
of stocks with par or actual value below $100) was not changed 
by the Committee. It struck from the House bill, however, 
the one-fourth of 1 per cent minimum provision in the 
stock transfer tax (Sec. 723) and imposed a flat 4 cent per 
$100 share value rate, eliminated Sec. 723 (b), imposing the 
tax on transfers through brokers, agents or dummies 
abroad, and exempted loans on stock from the application 
of the tax. Transfers from a fiduciary to a nominee, to be 
held for the same purpose, exempted. The bond transfer 
tax (Sec. ™) was made 4 cents on each $100 of face value or 
fraction thereof, and the House minimum of one-eighth of 
1 per cent of the selling price was removed. The Commit- 
tee exempted transfers made as part of a tax-free reorgani- 
zation, if no gain or loss is recognized under the law. 

No change in rate was made in the conveyance stamp tax 
(Sec. 725) but deeds deposited in escrow before April 1, 
1932 were exempted. The present rate is 50 cents on values 
between $100 and $500, and 50 cents for each additional $500 
of value or fraction thereof. The stamp tax on sales of 
produce for future delivery (Sec. 726) was reduced to the 
1926 rates, namely, one cent on each $100 of value of the 
merchandise. 


The pipeline tax (Sec. 731) was reduced from 8 per 
cent to 3 per cent of the amount received for use of the 
line, and was imposed upon the owner of the line. The 
House imposed the tax on the purchaser of the service, 
and made the owner the collector of the tax. 

The Committee, by a revision of Sec. 741, imposed a tax 
of 2 cents on bank checks, calculated to raise $95,000,000. 
This is not a stamp tax but is to be deducted from the 
account of the drawer by the bank. The Committee re- 
versed its earlier action in providing a $5 exemption, and 
made the tax apply to all checks, regardless of the amount 
for which they are made out. 


Estate and Gift Taxes 


HE giit and estate tax rates were unchanged by tlic 
Committee. Estate taxes range from 1 per cent on net 
estates not in excess of $10,000 to 45 per cent on the excess 
of net estate over $10,000,000. A $50,000 exemption is pro- 
vided. Practically the only important administrative change 
made by the Senate group is a provision whereby the pro- 
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vision extending the period for filing claim for credit of 
State taxes in cases pending before the Board of Tax 
Appeals is made applicable even though the period for 
claiming credit expired before the enactment of the bill. 
The 1926 Act allowed a three year period for claims for 
refund, but amendment was made by the Ways and Means 
Committee. 


The House measure included a provision (Sec. 810), 
intended to offset the effect of Jessie N. Hills, Exrx.v. U.S. 
(Ct. Cls.), 50 Fed. (2nd) 302, wherein the Court of Claims 
held that the payment of the total estate tax is not made 
until the final payment is made, and that the period during 
which claims for refund may be made runs from the date 
of final payment. The amendment made by Sec. 810 to 
Section 319 (b) of the 1926 Act provides: The amount 
of the refund shall not exceed the portion of the tax paid 
during the three years immediately preceding the filing of 
the claim, or if no claim was filed, then during the three 
years immediately preceding the allowance of the refund. 


The gift tax rates range from three-fourths of 1 per cent 
on net gifts of $10,000 or less to 33%4 per cent of the excess 
of net gifts over $10,000,000. The exemption is $50,000. 
The gift tax is not effective until the date of enactment of 
the 1932 Act. The tax upon gifts is cumulative, so that in 
subsequent years, the total gifts since the date of enactment 
of the 1932 Act are taxed in the aggregate with credit 
allowed for the gift taxes paid in the prior years. The 
House exempted in Section 504 the first $3,000 in gifts to 
any one person, and the Senate Committee raised the 
exemption to $5,000. 


The estate tax relief provision of the House bill, Section 
811, was eliminated. It provided that estates of decedents 
dying between September 1, 1928, and January 1, 1932, may, 
at the election of the executor, be valued at a date eighteen 
months after death, and be subject to a tax bearing the same 
ratio to a tax computed on the value at the time of death 
that the value of the estate eighteen months after death 
bears to the value of the estate at the time of death. This 
benefit was subject to the limitation that in no case should 
the tax be less than 60 per cent of the tax computed without 
benefit of Sec. 811. 


Postal Rates 


Section 1001, raising first class postage rates to 3 cents, 
was modified by the Senate Finance Committee. It ap- 
proved the 3 cent rate, and also raised the second class 
rates to correspond closely to the 1921 rates. On and af- 
ter July 1, 1932, the rates on the advertising portion of any 
publication entered as second-class matter are: zones 1-2, 
2 cents a pound; zone 3, 3 cents; zone 4, five cents; zone 5, 
six cents; zone 6, seven cents; zone 7, nine cents, and zone 
8, ten cents. Local mail is not exempted from the increase 
in first class rates. 


Mills To Support Senate Finance 
Revenue Bill 


hen t oem pide confidence that the Senate Finance Com- 
mittee Revenue bill, coupled with economies .to be 
effected by Congress, will assure a balanced budget, Secre- 
tary Mills promised support for the tax measure following 
adjournment of the Committee on May 6. 


The Secretary pointed out that the bill is a composite 
measure, embracing many items from the Treasury tax 
program, and tends to harmonize divergent views. He 
urged Congress, in indirect terms, to give it prompt con- 
sideration and enact it into law within the next two weeks. 


“The bill, of course, is not perfect,” Mr. Mills said, “but 
most of the objectionable features, such as the double taxa- 
tion involved in the application of the normal tax to divi- 
dends; the denial of any carry-over of net losses; the penalty 
rates applicable to the filing of consolidated returns, and 
the drastic provisions relating to losses on security transac- 
tions have either been eliminated or modified. 


“In so far as the Treasury Department is concerned, we 
are prepared to accept and support this program as a tem- 
porary measure intended to provide the necessary revenue 
during a period of national emergency.” 
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President Appeals for Tax Coordination 


A* APPEAL for prompt, sane consideration of the 
necessity for tax relief and tax coordination was 
made by President Hoover to the Twenty-Fourth Annual 
Conference of Governors at Richmond on April 27. 

Stressing the mounting tax burden and the frantic 
scramble of all taxing units to find new revenue sources 
as factors contributing to economic duress, the President 
urged consideration of the possibilities of greater simplicity, 
better adjustment of the tax burden and cooperation on 
tax questions between the states. 

Mr. Hoover cited the fact that today each man theoreti- 
cally works 61 days out of the year for the national, state 
a local governments and that governmental expendi- 
tures represent approximately 20 per cent of the national 
income. Before the war, he said, each person worked but 
25 days for the government, and the total cost of govern- 
ment to the taxpayers represented but 8 per cent of the 
national earnings. 

He urged the states to enter upon a program of tax 
reduction, based upon reduced expenditures, and decried 
the increasing tendency of taxing units, pressed for rev- 
enue, to duplicate taxes on the same sources. With ref- 
erence to the obstacles in the way of economy efforts, 
President Hoover said: 

“Another of our difficulties is to arrange our reductions 
of expenditure so as not to work undue hardship upon a 
vast group of public employes and to be careful that, 
while we strive on one hand to assist the unemployed by 
public works, we do not add to the pool of unemployed 
through dismissal of large numbers of equally deserving 
public servants. 

“T am in hopes that in the Federal Government we can 
compass the need of reduced expenditure and at the same 
time, by introduction of shorter working time for each em- 
ploye, can give all of them a living, can maintain to them 
the assurance of recovery of the standards of American 
life and can avoid the inhumanity of thrusting them upon 
the local communities for support against destitution.” 

President Hoover stated that the other side of the prob- 
lem—that of taxation—confronts us in four phases— 

“First—The need for ultimate reduction in the tax 
burden. 

“Second—The need, in the existing emergency, for new 
forms of taxation to replace those sources of revenue which 
have failed us under present conditions in so far as we 
can not possibly offset the whole loss of public income 
by reduced expenditures. 

“Third—The great problem of duplication in the tax 
field between Federal, state and local governments. 

“Fourth—Reorganization of the tax basis so as to secure 
a more just distribution of the tax burden as between. the 
various groups of taxpayers.” 

“The tax levies of the various taxing authorities all 
constitute a burden on the national income, and, in times 
of depression, when the relative weight of ‘that burden is 
increased, lack of coordination in the system becomes a 
matter of prime importance,” he said. 

The general property tax, the President told the gov- 
ernors, is out of all proportion to the burden imposed 
upon other forms of property and income. There is no 
form of farm relief more needed, he said, than tax relief, 
and in that connection expressed the opinion that the tax 
burden upon the farmer exceeds the burden upon other 
groups. 

“It seems to me urgent,’ Mr. Hoover concluded, “that 
we should, all of us, through our financial officers, give 
renewed examination to this subject in the light of con- 
ditions today and by exchanges between them reconsider 
the possibilities of the whole problem of better coordina- 
tion, greater simplicity, and above all, better adjustment 
of the burdens among our pepole.” 


Secretary Mills Suggests Joint Tax Study 


A FEDERAL-STATE tax commission to study and cor- 
relate national and state tax systems and to study par- 
ticularly the problems of overlapping, was proposed as an 
immediate need by Secretary of the Treasury Odgen L. 
Mills in an address before the New York City Bar As- 
sociation on April 29. 
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Tracing the growth of taxation, which’ has increased 42 
per cent between 1923 and 1930, and which has become 
more complicated and confusing with mounting financial 
difficulties, the Secretary told the members of the Bar 
that the time for drifting had passed, and that considerate 
and conscious coordination was necessary. 

Mr. Mills stressed the legal and constitutional heirdieds 
to an orderly system of state taxation which has resulted 
in the imposition of a crushing burden on real property. 
The restrictions on-state taxation of interstate commerce 
have particularly hurt the states, he said, affecting the in- 
come taxes, sales taxes, and tobacco taxes, and leading to 
evasions and administrative troubles and inequalities. 

The invasion of the states into the Federal field and 
the employment by the National Government of forms of 
taxation once considered the prerogative of the states have 
resulted in overlapping, duplication of administrative staffs 
and much tax litigation, according to the Secretary. Differ- 
ent theories of allocation of property for tax purposes have 
given rise to double taxation, uncertainties and disputes. 

The Secretary discussed particularly the income, gasoline, 
tobacco and gross sales tax. Both the Federal and state 
governments are relying more and more on income taxes, 
he said, and the results may be serious because of a com- 
bined burden heavy enough to cripple the source. 

The gasoline tax has been hitherto left untouched by 
the National government, he pointed out, yet the states 
are handicapped in its administration because of “boot- 
legging” under the protection of the interstate commerce 
clause of the Constitution, and because of varying tax rates 
in the different states. Thirteen states, in addition to the 
Federal Government, levy imposts on tobacco, he pointed 
out, although it has been a source of national income since 
the Civil War, and although serious administrative dif- 
ficulties hinder state collections. 

The gross sales tax, which is becoming more popular 
in the states, is materially circumscribed by the inability 
of the states to tax directly the receipts from interstate 
commerce, and the ease with which such a tax is evaded. 

Especially in need of study, Mr. Mills said, are the 
problems of the taxation of the obligations and instru- 
mentalities of other jurisdictions and the proper allocation 
of taxes. The specific forms in which these questions arise 
require continual submission to the courts, and resulting 
uncertainties and disputes. 

The Secretary discussed four principal solutions that have 
been offered for the complex tax question, pointing out 
their constitutional and administrative limitations. To as- 
sign certain forms of taxes to the Federal Government and 
others to the states alone would not solve the difficulties, 
he believes, because the states appear to need the forms 
of taxes they now have. The principle employed in con- 
nection with the estate tax—that of an allowance of a 
limited credit against the Federal tax for a similar tax levied 
by the states—would, if employed, further undermine the 
sovereignty of the states. A law permitting states directly 
to tax interstate commerce might be held invalid. Uniform 
state legislation with respect to some forms of taxation 
would be most desirable, he said, but most difficult to 
achieve. 

Mr. Mills expressed the opinion that there was nothing 
inherently wrong with the use by the Federal and state 
governments of the same source of revenue, but such 
duplication, he said, should be regulated by agreement and 
understanding between the taxing powers to prevent de- 
struction of the source. 

The Secretary pointed out that the present interest in 
taxes made the moment propitious for a thorough study 
of the tax problems of the nation, and suggested that half 
the members of a joint tax commission be appointed by the 
President and half by the Governors’ Conference. 


State College Aides Held Exempt 
from Federal Tax 


MANY additional instructors and other employees of 
state universities will be relieved of Federal tax lia- 
bility on salaries or wages received from such institutions 
if the decision of the Board of Tax Appeals, rendered on 
April 30 in G. Ridgely Sappington v. Commissioner of Internal 
Revenue, Docket No. 51944, is upheld. 
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The petitioner, a Baltimore lawyer and part-time in- 
structor in the Law School of the University of Maryland, 
was held to be an employee of the State of Maryland and 
engaged in carrying out, as an instrumentality of the state, 
an essential administrative function of the state govern- 
ment, whose compensation as — is not subject to Fed- 
eral tax. 

The Commissioner, relying upon the opinion of the United 
States Customs Court, in University of Illinois, et al. v. 
United States, Treasury Decisions, Vol. 54, No. 19, T. D. 
43023, contended that even though the university be held 
an instrumentality of the state, still the petitioner is liable 
for the tax imposed, for the reason that in its conduct and 
operation, the state was not exercising an essential govern- 
ment function. In overruling this contention, the opinion 
of the Board cites, inter alia, Flint v. Stone Tracy Co., 220 
U. S. 107; Gillespie v. Oklahoma, 257 U. S. 501; Group No. 1 
Oil Corporation v. Bass, 283 U. S. 279; Burnet v. Coronado 
Oil & Gas Co., decided by the United States Supreme Court 
on April 11, 1932. - 

Because of the importance of the case, briefs as amici 
curiae were filed by Robinson Brown, Esq., on behalf of 
the University of Alabama and Sveinbjorn Johnson, Eszq., 
on behalf of the University of Illinois. The latter brief 
was concurred in by representatives of 14 other states and 
by the representatives of 35 universities and colleges. 

The decision in the Sappington case apparegtly reverses 
the previous leading case involving the same issue and the 
same school, Mary W. Niles, Executrix of the Estate of 
Alfred S. Niles, 20 BTA 795, v. Commissioner, in which the 
salary of the decedent as professor of constitutional law 
in the Law School of the University of Maryland, was held 
not exempt from tax. “The record now before us” says 
the opinion in the Sappington case, “discloses a relationship 
between the university, the state and this petitioner quite dif- 
ferent from that which existed in the Niles case and quite 
different from that considered by the court in Regents of 
the University of Maryland v. Williams, 9 Gill and S. (Md.) 
365, upon which we relied.” 

In the Niles case, tax for the year 1925 was at issue; the 
proceeding in the Sappington case involved the determina- 
tion of tax liability for the year 1928, but in the meantime 
there was no change in the state law relative to the uni- 
versity which changed its relations with the state. 


Court Decisions 


Affiliated Corporations.—Two corporations are held not 
to have been affiliated in 1917, 1918, and 1919, where one 
company held approximately 70 per cent of the outstanding 
stock of the other including all the common stock, exercised 
actual business and financial control over it, but did not 
have legally enforceable stock control. The fact that the 
preferred stock was subject to redemption at any time by 
vote of the common did not amount to control of the pre- 
ferred stock until option to purchase was exercised.—U. S. 
Circuit Court of Appeals, Second Circuit, in Commissioner 
of Internal Revenue v. Atlantic City Electric Company. Deci- 
sion of Board of Tax Appeals, 15 BTA 1084, reversed. 

Affiliation under the 1918 Act is denied as to the peti- 
tioner and four other corporations where it did not own 
more than 60 per cent of the stock of the other corpora- 
tions and where legally enforceable control in the same 
interests was absent. 

Amounts expended in 1918 to 1922 by one corporation 
in connection with the operations of four other corporations 
were not deductible as business expenses or losses where it 
appears that they constituted loans which were not ascer- 
tained to be worthless until subsequent years.—U. S. Circuit 
Court of Appeals, Fourth Circuit, in The Island Petroleum 
Company v. Commissioner of Internal Revenue. No. 3242. 

Where in 1923 a fourth corporation was added to a 
group of three affiliated corporations, the group was entitled 
to file a consolidated return for 1923, even though the three 
corporations had filed separate returns for 1922. “What 
formerly had been separate units became one business unit 
within the intent and purpose of the Act of 1921 [Sec. 
240 (a)], conferring on affiliated corporations the right to 
elect once whether their tax liability be computed sep- 
arately or together.”—U. S. Circuit Court of Appeals, Third 
Circuit, in Stonega Coke & Coal Company, v. Commissioner 
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of Internal Revenue. Central Supply Company, v. Commis- 
stoner of Internal Revenue. Virginia Wholesale Company, v. 
Commissioner of Internal Revenue. Nos. 4693-4695. Decision 
of Board of Tax Appeals, 21 BTA 835, reversed. 

Affiliation is denied the three appellants for 1920, in which 
year stockholders owning 96 per cent of the stock of the 
first owned 90 per cent of the stock of the second and 88 
per cent of the stock of the third, control of “substantially 
all” the stock not being in the same interests. 


Affiliation is denied the Art Brass Company and the Good 
Manufacturing Company for 1924 in which year six per 
cent of the stockholders of the Good Company owned no 
stock in the Art Company, and stockholders owning ten 
per cent of the Art Company stock owned no stock in the 
Good Company. Ownership of ten per cent of the Art 
Company’s stock by employees, subject to repurchase by 
majority stockholders, was not ownership by the same 
interests.—Court of Appeals of the District of Columbia in 
Good Manufacturing Co., v. David Burnet, Commissioner of 
Internal Revenue. Art Brass Co., v. David Burnet, Commis- 
sioner of Internal Revenue. The Metal Crafters, Inc., v. 
David Burnet, Commissioner of Internal Revenue. Board of 
Tax Appeals decision, 15 BTA 583, reversed on the first 
issue and affirmed on the second. 


Basis for Determining Gain or Loss upon Sale of Prop- 
erty.—Basis for gain from sale in 1925 of stock acquired by 
plaintiff under the will of his mother who died in 1915 is 
the value of the shares at the date of the testator’s death, 
rather than at the dates of delivery to plaintiff in 1920 and 
1925, although by the terms of an intervening testamentary 
trust the property was to be held in trust until plaintiff 
became 30 years of age and was to be distributed to him 
one-third at the age of 30, one-third at the age of 35, and 
one-third at the age of 40.—District Court of the United 
States, Dist. of New Hampshire, in John P. H. Chandler v 
John H. Field, Collector. No. 700 Law. 

Value as basis for loss from the sale in 1924 of certifi- 
cates of beneficial interest received in reorganization in 
1923 should be determined pursuant to Article 1567, Regu- 
lations 62, relative to the exchange of securities of a single 
class for securities of different classes. The Board of Tax 
Appeals was correct in apportioning the cost of the securi- 
ties exchanged in 1923 to the two classes of securities then 
received according to the respective market values thereof 
at that time, when no gain or loss was recognized, pursuant 
to Sec. 202 (c) (2), 1921 Act.—U. S. Circuit Court of Ap- 
peals, Fifth Circuit, in Lena P. Curtiss, Executrix and Trus- 
tee, Estate of Glenn H. Curtiss, Deceased; and Lena P. 
Curtiss v. Commissioner of Internal Revenue. No. 6388. Peti- 
tion to review Board of Tax Appeals decision, 21 BTA 
629, dismissed. 


Bankruptcy—Tax Claims.—Where the claim of the United 
States for taxes due from a bankrupt for the years 1918 to 
1925 was filed after the time specified by the referee in 
bankruptcy, but the referee’s order and the funds are still 
within the control of the court, the claim is not barred. 
Even if laches may be attributed to the Government’s 
agents, it should not be imputed to the Government itself 
in a case involving its pecuniary interests. In this case the 
taxes were not assessed until after the order was filed.— 
U. S. Circuit Court of Appeals, Sixth Circuit, in United 
States of America v. W. K. Elliott, Trustee in Bankruptcy of 
Pricy A. Varney. No. 5815. Decision of lower court re- 
versed and remanded. ‘ 


Business Expense.—Where heirs employed an attorney 
to contest their ancestor’s will, agreeing to pay him for his 
services a sum equal to 10 per cent of the amount recovered 
in the litigation as and when received by them, and where 
certain mineral royalties payable annually were obtained 
by the attorney for the heirs, and were thereafter regularly 
collected by a bank under instructions of the heirs to pay 
the amount of the attorney’s fees directly to him, amounts 
so paid to the attorney in 1921 to 1924 represented gross 
income to the heirs. The appellants’ contention that the 
sums thus paid to the attorney were never received by them 
is held to be without merit. “The arrangement with the 
bank was merely a convenient method of collecting the 
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royalties for the heirs and paying therefrom as and when 
collected the percentage due from them to the attorney.” 

Payments made to the attorney, as stated above, were 
not deductible as business expenses.—Court of Appeals of 
the District of Columbia in Marion Stone Burt Lansill, z 
David Burnet, Commissioner of Internal Revenue. Mary Belle 
Burt LeBus, v. David Burnet, Commissioner of Internal Reve- 
nue. Alice Burt McDowell, v. David Burnet, Commissioner 
of Internal Revenue. Emma Burt Hutchings, v. David Burnet, 
Commissioner of Internal Revenue. George R. Burt, v. David 
Burnet, Commissioner of Internal Revenue. Jane Burt Hay, 
v. David Burnet, Commissioner of Internal Revenue. Nos. 
5295-5299. Decision of Board of Tax Appeals, 17 BTA 413, 
affirmed. 


Change in Accounting Method—Application of Sec. 705 
of the 1928 Act.—Refund is denied, in accordance with 
Section 705(a)(1) of the 1928 Act, where the taxpayer was 
a member of a partnership which changed from the accrual 
to the installment basis of accounting by an original return 
for 1923, and in its 1923, 1924, and 1925 return excluded 
installment payments under contracts made in prior years. 
In February, 1926, before passage of the 1926 Act, addi- 
tional taxes were assessed for those years because of the 
exclusion of installment payments and such taxes were paid 
under duress and protest after the 1926 Act was passed. 
Although the taxpayer would have been protected from 
such collection by Section 705(a)(2) of the 1928 Act, Sec- 
tion 705(a)(1) precludes recovery of the tax, the fact that 
it was paid under duress and protest not bringing it within 
the class permitted to recover under that section. The law 
“clearly meant that no refund or credit was to be allowed 
arising from inclusion of such installment payment receipts 
after the change to the installment basis.”—U. S. Circuit 
Court of Appeals, Eighth Circuit, in Levi M. Willcuts, Col- 
lector, v. B. F. Gradwohl. No. 9173. March term, 1932. 
Decision of District Court reversed and remanded. 


Claims for Refund—Requirements.—Claim as the basis of 
suit to recover taxes is held insufficient where it was filed on 
time but was not supported by the details of the grounds 
relied on, a notation being placed on the claim that brief 
would follow. After rejection of the claim, request for 
reopening it was properly refused by the Commissioner 
when received after the statutory period for filing a new 
claim had expired.—U. S. Circuit Court of Appeals, Second 
Circuit, in Arthur Solomon v. The United States of America. 
District Court decision, 49 Fed. (2d) 638, affirmed. 

Where the claim of the United States for taxes due from 
a bankrupt corporation was filed after the time specified by 
the referee in bankruptcy, the referee’s rejection of the 
claim was valid though collection of the tax was not barred 
under Sections 274 and 275 of the Revenue Act of 1928. But 
if there still remain undistributed assets on hand available 
to pay the taxes the order of the referee limiting the time 
for presenting a claim should be modified, if application 
for such a change is made by the United States.—U. S. Cir- 
cuit Court of Appeals, Second Circuit, In the Matter of 
Morgenstern & Company, Bankrupt. Ex parte Walter F. 
Carter, Trustee, v. United States of America. Affirming but 
without prejudice to the right to apply to the District 
Court for its modification, District Court’s decision, ren- 
dered Aug. 31, 1931. 


Club Initiation Fees.—The 10 per cent tax on club initia- 
tion fees imposed by Section 413 of the 1928 Act applies on 
the purchase of certificates of membership of the club from 
an outgoing member by an incoming member. Munn v. 
Bowers, 47 Fed. (2d) 204, followed.—District Court of the 
United States, No. Dist. of Ill., East Div., in Wild Wing 
Lodge v. Myrtle Tanner Blacklidge, etc. No. 38398. 

Depletion Allowances.—Beneficiaries under a testamen- 
tary trust are entitled to a depletion allowance applied to 
their proportionate shares of funds accruing from oil royal- 
ties collected by the trust and distributed to them. The 
provisions of the will concerning the trust features amount 
to the mere passing of the income from the royalties 
through the trust to the beneficiaries —District Court of the 
United States, District of Wyoming, in Richard F. Cooper, 
v. Marshall S. Reynolds, Individually and as Collector 
of Internal Revenue. Barbara V. Cooper, v. Marshall S. 
Reynolds, Individually and as Collector of Internal Revenue. 
Richard F. and Barbara V. Cooper, v. Marshall S. Reynolds, 
Individually and as Collector of Internal Revenue. Nos. 2062- 
2064 . 
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Distraint for Taxes.—District Court refuses to take juris- 
diction of a suit in equity brought to restrain the Collector 
of Internal Revenue from levying a warrant of distraint 
on property owned by plaintiff corporation, for taxes due 
from its sole stockholder. Graham v. Dupont, 262 U. S. 234, 
followed.—vU. S. District Court, No. Dist. of West Vir- 


ginia, in Hubbard Investment Company v. Edwin A. Brast 
et al. 


Dividends Distinguished from Interest——Payments made 
by a corporation to its stockholders in 1922 are held to be 
dividends even though carried on the corporate books as 
interest paid on loans. The corporation was formed to 
carry on the business of two individuals who loaned it 
money during a period of depression. Later, stock was 
issued in amounts equivalent to the loans. Although the 
petitioner claimed that it never treated the stock issued to 
cover the advances as converting the loan accounts into 
any different form of obligation, “stock representation was 
what was intended to be given, and it was given.” Nor 
was the fact controlling that the stock issues may have 
been made without legal sanction under a California law 
requiring a permit by a State official. “The Government in 
the collection of its revenues takes no notice of any situa- 
tion of accountability to a State that the taxpayer may 
have caused to exist through his own wrong doing. His 
transactions are as he made them, and if real income credits 
have been created which are subject to be taxed, they are 
to be assessed accordingly. Thus income derived from an 
unlawful business may be made to pay its toll in taxes in 
the same percentages as that which is reaped from legiti- 
mate enterprises.”—U. S. Circuit Court of Appeals, Ninth 
Circuit, in Angelus Building & Investment Company v. Com- 
missioner of Internal Revenue. No. 6579. Decision of Board 
of Tax Appeals, 20 BTA 667, affirmed. 


Dividends—Transfer of Shares to Escape Tax Liability. — 
Dividends paid in 1923, 1924, 1925, and 1926 on stock previ- 
ously owned by the petitioner but the certificates as to 
which stock he had endorsed in blank and caused to be 
placed in a safe deposit box carried in the name of his wife, 
but to which his private secretary had access, were taxable 
to him. Dividends on other shares, the certificates for 
which were not only endorsed but the shares were there- 
after transferred to the name of the wife upon the books 
of the respective companies, were taxable to her. No divi- 
dends for 1923 having been shown transferred from the 
return of the wife to that of the husband, the Board’s deci- 
sion [19 BTA 1260] for 1923 is affirmed, but is reversed 
for 1924, 1925, and 1926 in so far as dividends on stock 
standing in the wife’s name were held taxable to the peti- 
tioner.—U. S. Circuit Court of Appeals, Sixth Circuit, in 
Edwin J. Marshall v. Commissioner of Internal Revenue. 
No. 5865. 


Excess Profits Tax—Invested Capital—Increase in 
invested capital for 1918 and 1920, due to a claimed addi- 
tional value for intangibles such as good will, is denied 
where plaintiff's stock was issued to its predecessor com- 
pany in 1916 in exchange for its assets and there was no 
item for good will. “Good will is excluded unless it has 
been secured at a cost.” 

Refund based on inclusion in invested capital for 1918 and 
1920 of additional value for real estate is allowed although 
the original claim asked only for relief under sections 327- 
328 of the 1918 Act where an additional brief which was 
in effect an amended claim was filed after rejection of the 
original claim by letter but before such action appeared on 
the rejection schedule. There was a reconsideration of the 
claim and the undervaluation of real estate was then urged. 
—U. S. Circuit Court of Appeals, Second Circuit, in Henry 
Prentiss & Company, Inc. v. The United States of America. 
Decision of District Court reversed. 

Where land having a market value of $50,000,792 was 
sold in 1912 by one of plaintiff's subsidiaries to another 
for $4,060,000, invested capital for 1917 should include the 
excess of the value over the selling price as paid-in surplus, 
even though not paid in by a stockholder. Plaintiff owned 
all the stock of both subsidiaries except for directors’ quali- 
fying shares, and caused the sale to be made to comply 
with a Federal statute requiring separation of its property, 
supplying the funds out of which payment was made. 

Increased valuation of land in (1) for invested capital 
purposes may be included in a consolidated return for 1917 
for plaintiff and its two subsidiaries. “Even if the transfer 
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did not increase the combined property, it permitted a true 
valuation to be placed on it and removed the artificial 
restrictions which would otherwise have prevented a state- 
ment of true value.”—U. S. District Court, So. Dist. of 
New York, in Southern Pacific Company v. William H. 
Edwards, Collector. L. 45-96. 


Federal Estate Tax.—Gross estate of a married resident 
and citizen of Cuba who died on November 13, 1921, 
included the proceeds of an insurance policy on his life 
payable to his estate and issued within the marriage period, 
the insurer being a domestic corporation, where the record 
did not show that it was an asset of the conjugal partner- 
ship existing under the principles of Civil Law prevailing 
in Cuba. “The rule of Cuban law to the effect that all 
property acquired within the marriage period is prima facie 
presumed to be under conjugal ownership can not be 
applied in this court. That is a mere rule of procedure 
which is in conflict with the rule of this forum placing the 
burden of proof upon the plaintiff. * * * I will, if counsel 
for the plaintiffs desires it, reopen the case for the purpose 
of admitting proof upon that point.” 

Margin accounts with New York stock brokerage houses 
standing in decedent’s individual name, and an account with 
a New York trust company, in each of which were credited 
stocks and bonds of both foreign and domestic corporations 
pledged for indebtedness, and a cash balance on deposit 
with the trust company, should not be included in gross 
estate. These assets “were indisputably the property of 
the conjugal partnership and were not transferred from the 
decedent to his estate upon his death.” All that was trans- 
ferred to. his estate was a chose in action to claim one-half 
of the proceeds of the partnership property after the pay- 
ment of debts and original contributions. “This was an 
intangible which had its legal situs at his domicile [cases 
cited].”—United States District Court, So. Dist. of New 
York, in Elvira Cil Vda de Sanchez, as the executrix of the 
Last Will and Testament of Federico Sanchez, and as the 
surviving partner of the conjugal partnership of Federico 
Sanchez and Elvira Cil Vda de Sanchez, and in her own right, 
etal. v. Frank K. Bowers, Collector. 

Value of shares of corporate stock to be included in gross 
estate (1921 Act) may not exceed the amount fixed by 
purchase options that were irrevocable so far as the estate 
was concerned. A contract entered into before the deced- 
ent’s death provided that within a stated period after his 
death the other stockholders should have the right to pur- 
chase the stock at an agreed price, which, in fact, was 
much less than the actual value at the date of death— 
U. S. Circuit Court of Appeals, Second Circuit, in Franklin 
H. Wilson and Edgar H. Betts, as Executors of the Estate of 
Arthur R. Wilson, Deceased, v. Frank Collis Bowers, as 
Executor of the Last Will and Testament of Frank K. Bowers, 
Deceased.—Lower court decision, 51 Fed. (2d) 261, affirmed. 


Income, Taxable.—Receipt by a corporation of its own 
stock in settlement of damages for patent infringement 
gave rise to taxable income under the 1924 Act. “The 
transaction involved in this case was equivalent to the pay- 
ment of the debt in cash and the investment of the pro- 
ceeds by the corporation in its own stock. If that had been 
done, clearly the cash received would have been taxable 
income. The transaction was not changed in its essential 
character by the fact that, as the debtor happened also to 
own the stock, the money payment and the purchase of 
stock were by-passed, and the stock was directly trans- 
ferred in payment of the debt.” “Whether the acquisition 
or sale by a corporation of shares of its own capital stock 
gives rise to taxable gain or deductible loss depends upon 
the real nature of the transaction involved.” 

The 5 per cent penalty for negligence, assessed by the 
Commissioner, was wrongfully asserted inasmuch as Arti- 
cle 543 of Regulations 65 provides that “A corporation 
realizes no gain or loss from the purchase of its own stock.” 
The taxpayer “had the right to act on its own view of the 
law, if honestly held and not obviously untenable.”—U. S. 
Circuit Court of Appeals, First Circuit, in Commissioner of 
Internal Revenue v. S. A. Woods Machine Company. 
No. 2616. Oct. term, 1931. Decision of Board of Tax 
Appeals, 21 BTA 818, reversed on the first issue. 
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Interest, Taxable—Contracts of sale of Federal and 
municipal bonds to a bank, with privilege of repurchase on 
30 days’ notice from the bank before it offers the securities 
for sale to other parties, were entered into between a bank 
and one of its largest customers as a means of making 
loans to the customer in excess of the limitation on national 
banks. The contracts had the sanction of the Comptroller 
of Currency. Bond coupons as clipped were forwarded to 
the customer by the bank. The customer collected the 
coupons and paid the bank interest on the loans evidenced 
by the above sales contract, the interest paid to the bank 
not always being at the same rate as the interest on the 
securities. It is held that the bank received taxable inter- 
est on the loans and not, as it contended, nontaxable interest 
on exempt securities—United States Circuit Court of 
Appeals, Tenth Circuit, in First National Bank of Wichita 
v. Commissioner of Internal Revenue. No. 434. Jan. term, 
1932. Decision of Board of Tax Appeals, 19 BTA 744, affirmed. 


Invested Capital—Invested capital may not include in- 
tangible property (patents) transferred to a corporation 
without consideration, under Section 326 of the 1918 Act.— 
U. S. Circuit Court of Appeals, Eighth Circuit, in Concrete 
Engineering Company v. Commissioner. No. 9124. March 
term, 1932. Decision of Board of Tax Appeals, 19 BTA 212, 
affirmed. 


Jurisdiction of Courts in Transferee Cases.—Circuit Court 
of Appeals, Eighth Circuit, denies jurisdiction of an appeal 
from the Board of Tax Appeals involving a proposed assess- 
ment against a transferee under Section 280, 1926 Act, 
where the return of the transferor for the taxable period 
(January 1 to June 30, 1919) was filed with a Collector 
outside of the Eighth Circuit, and where the decision of the 
Board was rendered after February 26, 1926. Sec- 
tion 1002 (b) of the 1926 Act provides that a decision of 
the Board rendered after February 26, 1926, may be 
reviewed “In the case of a person (other than an indi- 
vidual) * * * by the Circuit Court of Appeals for the 
circuit in which is located the office of the collector to whom 
such person made the return. * * *,” The Commissioner’s 
alternative contentions are held to be without merit— 
(1) that the venue of an appeal involving a transferee corpo- 
ration is not specifically referred: to in Section 1002 (b) 
and in the absence of such provision appeal properly lies 
in the circuit where the transferee has its principal place 
of business; (2) that Section 1002 (b) does apply and the 
venue is dependent upon the place of filing of the trans- 
feree’s return, and that the controlling transferee’s return 
is the one for the year during which the Commissioner 
asserted the liability against it—U. S. Circuit Court of 
Appeals, Eighth Circuit, in David Burnet, Commissioner of 
Internal Revenue, v. White Eagle Oil & Refining Company. 
No. 9203. March term, 1932. Appeal from Board of Tax 
Appeals decision, 19 BTA 185, dismissed. 


Losses.—No deductible loss was sustained in 1924 by the 
surrender for cancellation of 25 per cent of appellant’s 
holding of preferred stock in a corporation, where the sur- 
render was made in accordance with a plan to support the 
corporation’s credit and wipe out a deficit, and where at the 
same time, under the same plan, there were delivered to 
appellant, 1,000 shares of no-par value common stock with- 
out any payment therefor. The cost of the surrendered 
stock may be added to the cost of the remaining shares 
held by appellant, and any profit or loss is determinable upon 
final disposition of the remaining shares.—Court of Appeals 
of the District of Columbia in Sedgwick Kistler v. David 
Burnet, Commissioner. No. 5371. Decision of Board of Tax 
Appeals, 21 BTA 433, affirmed. 


Where one corporation, which owned all of the stock of 
a second corporation, on June 10, 1922, caused the second 
corporation to be dissolved and took over all of the latter’s 
assets, which had a value less than the cost of the stock, 
the first corporation has a deductible loss that it may claim 
for the period following affiliation. In computing the loss 
deductible, however, adjustment must be made for the 
operating loss of the former subsidiary corporation sus- 
tained during the period of affiliation (January 1 to June 10, 
1922) and reflected in a consolidated return for that period. 
—U. S. Circuit Court of Appeals, Fourth Circuit, in David 
Burnet, Commissioner of Internal Revenue, v. The Riggs 
National Bank. No. 3246. Decision of Board of Tax 
Appeals, 17 BTA 615, affirmed. 
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Net Loss.—Losses sustained by an individual by reason 
of having to pay certain notes of a corporation that he had 
endorsed and from selling corporate stocks gave rise to a 
“net loss” under the 1921 Act, where the individual was the 
principal owner and active directing head of the first corpo- 
ration to which he devoted all his time, his endorsement of 
its notes having been necessary to supply it with funds. 
Although the taxpayer did not regularly carry on the busi- 
ness of indorsing notes for profit or of selling corporate 
stocks, such transactions “can not be separated from the 
regular .course of business of which they were part.”— 
Court of Appeals of the District of Columbia in R. P. Clark 
v. David Burnet, Commissioner. No. 5386. Decision of 
Board of Tax Appeals, 19 BTA 859, reversed. 

Amount paid in 1921 by an individual as the result of his 
guaranty agreement against a contractor’s loss in the erec- 
tion of a hospital named for his son was not a “net loss” 
deductible from 1922 income. A further payment made in 
1922 under the guaranty was not deductible as a loss in- 
curred in business or as a loss in a transaction entered into 
for profit—vU. S. Circuit Court of Appeals, Seventh Circuit, 
in Loretta A. Hines, Ralph J. Hines, and Charles M. Hines, 
as Executors of the Will of Edward Hines, Deceased, Peti- 
tioners, v. Commissioner of Internal Revenue, Respondent. 
Decision of Board of Tax Appeals, 18 BTA 21, affirmed. 


Nonresident Aliens, Taxation of—Income received in 
1918, 1919, and 1920 by a nonresident alien individual under 
contracts with a domestic corporation calling for royalties 
on sales in foreign countries of phonograph records made 
in this country for the domestic corporation represented 
income from “sources within the United States,” whether 
the source of the income was the services rendered or the 
promise to pay the royalties. The evidence does not show 
that the contracts gave the individual any property rights 
in the matrices or records. Nor was the source of the pay- 
ments the royalties paid by the foreign companies to the 
domestic company inasmuch as they did not promise to pay 
the individual or to assume the obligations of the domestic 
company.—U. S. Circuit Court of Appeals, Second Circuit, 
in Dorothy Caruso Ingram, formerly Dorothy P. B. Caruso, 
Ancillary Administratrix of the goods, chattels and credits of 
Enrico Caruso, deceased, v. Frank C. Bowers, as Executor of 
the Estate of Frank K. Bowers, deceased. District Court 
decision affirmed. 


Property Sales.—Sale of assets for cash paid and to be 
paid in the future is held to have occurred in 1926, rather 
than an exchange incident to a reorganization under the 
1926 Act, where two corporations engaged in the ice busi- 
ness in the same locality and owned and controlled by 
substantially the same stockholders sold their assets to a 
third corporation for part cash, the balance to be paid in 
installments evidenced by promissory notes. “It is clear 
that there was no intention [by Congress] to exempt profit 
arising from an outright sale of property, or an exchange of 
property, between corporations where there was in fact no 
reorganization.”—U. S. Circuit Court of Appeals, Fifth 
Circuit, in Pinellas Ice & Storage Company v. Commissioner 
of Internal Revenue. No. 6347. Decision of Board of Tax 
Appeals, 21 BTA 425, affirmed. 


Property Transfers by Corporation to Stockholders.— 
Corporation is liable for income taxes for 1921 notwith- 
standing a fictitious transfer of all its property and business 
to its principal stockholder on January 1, 1921, for the sole 
purpose of avoiding taxes, the property being reacquired in 
1922. “On no theory of corporate entity and the relation- 
ship of a corporation to its property and its stockholders 
can it abandon its property, its business, and its income to 
its president, and surrender to him the rights it is bound 
to retain for its stockholders.” 

Rule that decision of the trial court on facts, where there 
is a conflict in the testimony does not apply where trial 
court’s finding was a conclusion of law from the undisputed 
evidence —U. S. Circuit Court of Appeals, Ninth Circuit, 
in C. A. Rasmusson, Collector, v. Eddy’s Steam Bakery, Inc. 
No. 6537. District Court decision, 47 Fed. (2d) 247, 
reversed. 

Railroads—Compensation Received for Period When 
Property Was Under Federal Control.—Reasonable com- 
pensation for the use of property of a railroad company 
during the period of Federal control, finally awarded in 
1920, is income for the years for which it was allowed, 
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although not received until a later date.—U. S. Circuit Court 
of Appeals, Tenth Circuit, in Commissioner of Internal Rev- 
enue Vv. Midland Valley Railroad Company. No. 497. 


Repurchase of Containers from Customers,—Payments 
made to vendees during and subsequent to 1918 to repur- 
chase from them sacks that contained cement sold to them 
in 1918, the sale contracts providing for repurchase of such 
sacks at the option of the vendees at the price for which 
sold, were not “rebates” within the meaning of Sec- 
tion 234 (a) (14) of the 1918 Act, and no relief under that 
section is allowable.—U. S. Circuit Court of Appeals, Eighth 
Circuit, in Dewey Portland Cement Company, a Corporation, 
v. Noah Crooks, Collector. No. 9232. District Court 
decision, 42 Fed. (2d) 251, affirmed. 


Sale of Stock by Corporation to Employees.—Issue by a 
corporation of shares of its stock to four of its employees 
under contracts by which the employees were charged with 
the par value of the stock, the charges to be offset by divi- 
dends on the stock as declared, is held to have amounted 
to a bonus to the employees for services rendered and not 
a sale of stock. If the agreed market value of the stock 
when added to the cash compensation paid does not exceed 
a reasonable compensation, the value of the stock is 
deductible by the corporation. The case is remanded to 
the Board of Tax Appeals for determination of reasonable- 
ness.—U. S. Circuit Court of Appeals, Fifth Circuit, in 
The Alger-Sullivan Lumber Company v. Commissioner of 
Internal Revenue. No. 6197. Decision of Board of Tax 
Appeals, 20 BTA 1109, reversed and remanded. 


Service Contracts—Taxation of Proceeds from Sale of 
Contracts.—Sums received for the sale of long-term con- 
tracts entitling retail grocers to purchase goods through the 
petitioner corporation as wholesale purchasing agent at its 
cost, plus operating expense, are income and not capital 
paid in. The sums, however, even on the accrual basis, are 
held to be income when the contracts are entered into, and 
are not to be amortized as income over the ten, twenty, or 
fifty year life of the contract.—District Court of the United 
States, Western District of Kentucky, in The Creasy Corpo- 
ration v. E. S. Helburn, Collector. 


Stamp Tax.—Corporation’s “accumulative installment 
certificates,” as to which the corporation agreed to pay the 
holder, at the end of ten years, $1,000 in consideration of 
his paying $74 annually for ten years, are held to be 
corporate securities on which stamp tax was due on the 
face value, which is held to be the maturity value. It is 
immaterial that the certificates have no surrender or cash 
value until after 18 months from issue, and until after pay- 
ment of the second installment.—U. S. Circuit Court of 
Appeals, Eighth Circuit, in L. M. Waillcuts, Collector, v. 
Investors Syndicate. No. 9217. Decision of District Court, 
45 Fed. (2d) 900, reversed. 


Statute of Limitations——Claim for amortization of war 
facilities for 1918 is not barred although filed after June 15, 
1924, as provided by Section 1209 of the 1926 Act, where 
it was filed February 1, 1925, within the statutory period 
as extended by a waiver to April 1, 1925. . 

Limitation period for filing suit did not begin to run with 
Commissioner’s first rejection of claim for refund for 1918 
on December 12, 1925 where after the claim was filed, and 
on a date which is in dispute, taxpayer filed a brief setting 
out in detail the grounds for the claim, the consideration of 
which by Commissioner was a de facto reconsideration of 
the claim, announced in his letter of March 27, 1926. 

Refund claim asking merely for “amortization of war 
facilities” for 1918 was insufficient under the Regulations 
but inasmuch as it stated a ground, although defectively, 
it is capable of amendment and the defect is held to have 
been cured by the filing of a brief at a date which is in 
dispute. Even if the brief was filed after expiration of the 
period for filing claims, the Commissioner’s consideration 
thereof, which he was not bound to give, was sufficient to 
make it acceptable as an amendment. 

District Court’s refusal to allow a second amended com- 
plaint to be filed was proper, but the first amended 
complaint, being sufficient as a pleading, should not have 
been summarily dismissed.—U. S. Circuit Court of Appeals, 
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Second Circuit, in McKesson & Robbins, Inc. v. William H. 
Edwards, Collector. Decision of District Court, 38 Fed. (2d) 
887, reversed. 

Indictment under Section 1114 (b) of the 1926 Act for 
an attempt to evade and defeat taxes for 1926 and 1927 does 
not involve a charge of defrauding or attempting to defraud 
the United States, and the three-year period of limitation 
under the first clause of Section 1110 (a) of the 1926 Act 
is applicable, rather than the six-year period fixed by the 
proviso thereof. The indictment in this case having been 
brought more than three years after the offenses charged, 
the plea of the statute of limitations is a valid bar, and the 
indictment should be quashed.—Supreme Court of the 
United States in United States of America v. William Ran- 
dolph Scharton. No. 621. Oct. term, 1931. Decision of 
lower court affirmed. 

Section 1106(a) of the 1926 Act, providing that the bar of 
the statute of limitations shall operate to extinguish tax 
liability, does not apply where assessment was made within 
the limitation period as effectively extended by waiver.— 
U. S. Circuit Court of Appeals, Eighth Circuit, in Atlas 
Securities Company v. Commissioner of Internal Revenue. 
No. 8839. March term, 1932. Decision of Board of Tax 
Appeals (unpublished memorandum opinion) affirmed. 


Tax-exempt Income.—Income derived from the sale of 
oil and gas produced by the lessee from school lands 
owned by the State of Oklahoma is exempt from Federal 
tax. The lease was an instrumentality of the State “for 
the purpose of carrying out her duty in respect of public 
schools. To tax the income of the lessee arising therefrom 
would amount to an imposition upon the lease itself.” Four 
dissents covered by two dissenting opinions.—Supreme 
Court of the United States in David Burnet, Commissioner, v. 
Coronado Oil and Gas Company. No. 341. Oct. term, 1931. 
This decision affirms the decision of the Court of Appeals, 
50 Fed. (2d) 998, which reversed the Board of Tax Appeals, 
14 BTA 1214. Mr. Justice Stone, Mr. Justice Brandeis, 
Mr. Justice Roberts and Mr. Justice Cardozo dissented. 


Transferees, Taxation of.—Transferee liability for taxes 
of a corporation the business of which was taken over by 
its chief stockholder in liquidation of his stock and con- 
tinued as an individual business by such stockholder, the 
petitioner, is affirmed. Additional salaries entered on the 
books after its dissolution are not allowed as deductions. 
Under Alabama laws the corporation continued in existence 
for settling its affairs but not for continuing its business.— 
U. S. Circuit Court of Appeals, Fifth Circuit, in J. E. Duval 
v. Commissioner. No. 6432. Petition for review of Board 
of Tax Appeals’ decision, 21 BTA 1357, denied. 


Trust Property—Depreciation—Beneficiary entitled to 
the income of trust property during her life may not deduct 
depreciation of the trust property in a return for 1920. 
The specific provisions in Sec. 23 (k) (1), 1928 Act, allow- 
ing apportionment of depreciation between life tenants and 
remaindermen have no retroactive effect.—Court of Appeals 
of the District of Columbia in Mary Roxburghe v. David 
Burnet, Commissioner. No. 5360. Board of Tax Appeals’ 
decision (unpublished memo. opinion, Docket 9423) affirmed. 


Waiver of Assessment.—Assessment of 1920 and 1921 
taxes is not barred where a waiver of assessment extended 
the period to December 31, 1926; on December 13, 1926, a 
waiver of the right to appeal to the Board was filed; on 
December 16, 1926, a deficiency notice was mailed, and on 
March 5, 1927, assessment was made. Under Section 277 (b) 
of the 1926 Act, in force when the deficiency notice was 
mailed and when the tax was assessed, the period of assess- 
ment is extended by 120 days where no appeal is taken. 
Plaintiff's contention that the Commissioner was at no time 
barred from making assessment can not be sustained, and 
there was no express or implied provision in the statute 
that upon filing of a waiver of the right to appeal, the 
Commissioner was forbidden to send out a deficiency notice. 

Waiver of right to appeal to Board is held sufficient under 
Section 274 (d) of the 1926 Act even though it does not 
waive all the restrictions provided in Section 274 (a) on 
the assessment of the deficiency.—U. S. District Court, 
W. D. of Washington, So. Div., in Mutual Lumber Company, 
a Corporation, v. Burns Poe, Collector. At Law No. 6220. 
[Decision upon the merits pursuant to mandate of Circuit 
Court of Appeals, Ninth Circuit, which reversed per curiam 
upon stipulations the former decision of the District Court.] 





May, 1932 


Assessment waiver as to 1920 taxes was valid to extend 
the assessment period where signed for the Commissioner 
by some one else and in behalf of the Nebraska corporation 
taxpayer by its Secretary-Treasurer. The taxpayer did not 
sustain the burden imposed on it of proving that a pur- 
ported signature by the Commissioner was not properly 
executed. Even though the Jaws of Nebraska may not 
permit the secretary to bind the corporation, “it is obvious 
[from the record] that the petitioner secured the advantage 
of this extension in so far as the Commissioner in reliance 
thereon was prevented by this waiver from making a defi- 
ciency assessment before the expiration of the period of 
limitation. * * * An act of this sort is of a character 
which is rather clerical in its character and a corporate 
officer can not be permitted, under the taxing statutes, to 
sign a waiver and affix the corporate seal in a manner which 
would naturally induce the Commissioner to act thereon, 
and, after it has secured the advantage thereof, repudiate the 
transaction to the harm of the Government.”—U. S. Circuit 
Court of Appeals, Eighth Circuit, in Concrete Engineering 
Company v. Commissioner. No. 9124. March term, 1932. 
Decision of Board of Tax Appeals, 19 BTA 212, affirmed. 


Significant Decisions of the Board 
of Tax Appeals 


Basis for Gain or Loss.—Where petitioner in 1926 
acquired all the stock of two other corporations in exchange 
for its stock, and the assets of these corporations were 
then transferred to the petitioner and the stock of these 
corporations cancelled, after which the petitioner owned 
the assets of the two other corporations and its stock was 
owned by the same persons who had formerly owned the 
stock of the other corporations, it is held that the assets 
of the other corporations were acquired “in connection with 
a reorganization” under Section 204 (a) (7) of the 1926 
Act, and that the basis for determining the gain upon the 
sale in 1926 of certain of the assets is the same as it would 
be in the hands of the transferor. Mente & Company, Inc., 
24 BTA 401, followed.—Flushing Nurseries Co., Inc. v. Com- 
missioner, Dec. 7493 [C. C. H.]; Docket No. 42464. 


Consolidated Returns.—Although affiliated with another 
corporation, the petitioner is bound by its election to file 
separate returns until permission is granted by the Com- 
missioner to file consolidated returns—pursuant to Sec- 
tion 240 (a) of the 1926 Act. For the fiscal years ended 
March 31, 1924, 1925 and 1926, the two corporations filed 
separate returns. The petitioner filed a return for the 
period April 1, 1926, to December 31, 1926, having been 
granted permission to change its taxable year to a calendar 
year. On January 25, 1928, the petitioner was granted per- 
mission to file a consolidated return with its affiliate for 
1927, but was denied permission to file a consolidated return 
for the short period in 1926, not having asked permission 
to do so prior to filing the separate return.—Cavanaugh 


Bros. Garage v. Commissioner. Dec. 7490 [C. C. H.]; Docket 
No. 41392. 


Federal Estate Tax.—Property conveyed by unrecorded 
deed to wife and daughters of the decedent in 1906, although 
possession and control of it were retained by him until 
his death in 1925, nevertheless vested title in the grantees 
as and from the former date, and should not be included 
in the assets of the decedent’s estate in computing Federal 
estate taxes on same. There was no restriction on the 
wife’s right to record the deed and to take possession. — 
Frank G. Williams and Carrie W. Hunter, Executors, Estate of 
G. W. Hunter, Deceased, v. Commissioner, Dec. 7511 [C. C. 
H.]; Docket No. 33564. Goodrich dissents, with opinion 
that transfer was intended to take effect at donor’s death. 
Morris, Van Fossan and Murdock agree with this dissent. 


(1) Gross estate includes property held by decedent and 
his wife as tenants by the entirety, though title in the 
entirety was acquired before the effective date of the 1916 
Act which first imposed a Federal estate tax. 

(2) “The law of New York in respect of the State’s power 
to tax or the construction or application of its taxing stat- 
utes does not control the determination of the Federal tax 
and has nothing to do with the doctrine of Federal recog- 
nition of a State law of property. That doctrine fixes the 
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legal character of the decedent’s estate as an estate by the 
entirety, but leaves the Federal Government free to deter- 
mine whether by its own taxing statutes such an estate is 
a part of the taxable net estate.” 

(3) Gross estate of a decedent includes insurance in 
excess Of $40,000 receivable on 110 life insurance policies 
on the life of the decedent. In 66 policies the insured re- 
served until his death the right to change the beneficiary. 
In the remaining 44 the right to change the named bene- 
ficiary, his wife, was waived by the insured and revoked by 
the company on May 1, 1916, before the first taxing statute. 
But he elected that she be paid an annuity under Option A, 
and he reserved the right to designate or to change con- 
tingent beneficiaries, and also to revoke or change the mode 
of settlement. He also reserved the power to borrow on the 
policies. On account of the reservation of these substantial 
rights, his death was the occasion of property passing to 
the contingent beneficiaries.—Sally S. Levy and Otto C 
Sommerich, Surviving Executors of the Last Will and Testa- 
ment of Joseph M. Levy, Deceased, v. Commissioner. Dec. 
7531 [CCH]; Docket No. 35226. 

Matthews dissents on issues (1) and (3) of the above de- 
cision on the theory that due to the creation of a tenancy 
by the entirety and the taking out of life insurance policies 
without reserving the right to change the beneficiary, before 
the first Federal estate taxing statute, the property held by 
the entirety and the proceeds of the 44 insurance policies 
should not be included in the gross estate. 

Arundell agrees with this dissent. 


Oil Wells—Depletion.— Depletion deductions for 1925 and 
1926 as to oil wells were properly computed by the Com- 
missioner on a percentage-of-income basis, as distinguished 
from the discovery basis permitted under prior Acts and 
used by the taxpayer in prior returns. The 1926 Act does 
not mention the discovery basis for oil wells, and I. T. 2278, 
V-1 CB 65, states that discovery is not considered in com- 
puting depletion of oil and gas wells under the 1926 Act. 
Petitioner’s contention that Form “O” filed before the 1926 
Act obligated the Commissioner to use the schedules there- 
in for computing depletion during the entire life of peti- 
tioner’s leases is held to be without merit because “the 
allowance of depletion is a legislative function, and it was 
beyond the power of respondent to prescribe what deple- 
tion would be allowed in future years.” His second con- 
tention, that the change of basis is invalid because retroactive 
is also held to be without merit. His third contention, that 
the Commissioner is required to compute depletion on the 
discovery because Section 204 (1) (2) of the 1926 Act pro- 
vides that “Except that in no case shall the depletion allow- 
ance be less than it would be if computed without reference 
to this paragraph,” is also held to be without merit because 
the quoted provision is held to mean simply that the 
depletion allowance computed on the percentage-of-income 
basis shall not be less than the allowance computed on the 
basis of cost, “the primary basis.” The provision in the 
1924 Act allowing discovery basis was repealed as of Janu- 
ary 1, 1925, by Section 1200 (a) of the 1926 Act.—Phoenix 
Oil Production Co. v. Commissioner. Dec. 7536 [CCH]; 
Docket No. 7536. 


Property Transfers.—No gain or loss resulted from the 
transfer in 1926 of all the petitioner’s assets to a trust com- 
pany where the evidence discloses that prior to the transfer 
the trust company had acquired all the petitioner’s stock 
by lending the purchase money ($400,000) for the stock to 
its nominee without interest and accepting the stock from 
him in full payment of the loan. A contract, between the 
petitioner and the trust company, after it had acquired all 
the petitioner’s stock, for the sale of all the petitioner’s 
assets to the trust company for $400,000 is held to have 
been in substance nothing more than a distribution in com- 
plete liquidation of petitioner to its sole stockholder. No 
consideration was paid under the contract. The substance 
of an act rather than its mere form is the controlling 
element.—Stock Yards Bank of Cincinnati v. Commissioner, 
Dec. 7499 [C. C. H.]; Docket No. 41085. 

(1) Taxable income resulted from petitioners’ transfer in 
1924 of partnership assets to a newly formed corporation in 
exchange for its stock. The corporation began business 
July 1, 1924, on which date petitioners made delivery of the 
assets, but the transfer of title was not complete until 
July 23, 1924. Petitioners’ contention that they were the 
sole stockholders of the corporation immediately after 
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incorporation, because the other stockholders did not pay 
in their subscriptions until July 23, 1924, and that, therefore, 
the transaction was nontaxable under Section 203 (a) (4) 
of the 1924 Act was held to-be without merit as the liability 
of such other stockholders had become fixed and enforce- 
able by the corporation before that date. Incorporation 
was actually completed when all the terms of the pro- 
moter’s agreement were accomplished and petitioners and 
the other stockholders “became entitled to the benefits and 
charged with the obligations therein credited.” 

(2) Petitioners are held not entitled to apply the capital- 
gain provisions of the 1924 Act to the transfer of assets in 
(1), not because such assets might not be capital assets 
within the meaning of the statute, but because of evidence 
insufficient to prove error in the Commissioner’s determina- 
tion.—Erle P. Halliburton v. Commissioner; Vida C. Halli- 
burton v. Commissioner, Dec. 7508 [C. C. H.]; Docket Nos. 
36413, 36414. 


Syndicate Transactions.—Profit from the installment sale 
of improved realty in 1923 is held taxable to the members 
of a syndicate and not to the holding corporation, where 
two members of the syndicate bought in the property for 
the benefit of the syndicate and transferred their title, with- 
out beneficial ownership, to a corporation organized for the 
purpose of holding such title. The corporation issued no 
stock or other evidences of beneficial interest, held no 
corporate meetings, had no paid-in cash capital, and paid 
no dividends, the entire transaction being financed by con- 
tributions or borrowings of the syndicate members and 
the proceeds on sale of the property being distributed 
according to agreement among the syndicate members.— 
Moro Realty Holding Company v. Commissioner, Dec. 7522 
[C. C. H.]; Dockets 37406, 44759. Sternhagen dissents. 


Transferees—Basis for Determining Gain or Loss.—Sec- 
tion 204 (a) (8) of the 1926 Act is not unconstitutional in 
requiring the cost to a transferor to be used as basis for 
determining gain or loss to a transferee corporation of 
property, for which it has issued, after December 31, 1920, 
more than 80 per cent of its stock in payment, the trans- 
feree thereby being immediately given control of the trans- 
feror corporation. Newman, Saunders & Co., Inc., v. United 
States, 36 Fed. (2d) 1009, and Osburn California Corporation 
v. Welch, 39 Fed. (2d) 41, followed.—Kay Finance Corp. v. 
Commissioner, Dec. 7488 [C. C. H.]; Docket No. 43267. 


Trusts——(1) Transfer in trust of oil properties in 1924 
created a separate taxable entity and not a mere agency 
trust, where the trustee had power to lease, sell, invest, 
re-invest, and ultimately to distribute the trust corpus and 
income to the beneficiaries and was by the terms of the 
trust instrument free from interference by the beneficiaries 
except for fraud, embezzlement or willful breach of trust. 
Munger et al., 16 BTA 168, distinguished. 

(2) Funds retained by a trust in 1924 to pay its burdens 
and obligations is taxable to the trust and not to the bene- 
ficiaries as there was “no intention on the part of the trustee 
to ever distribute this part of the funds to the beneficiaries,” 
even though such amounts were credited with other funds 
to the beneficiaries. The remainder of the income so cred- 
ited to the beneficiaries is held to be distributable income 
under the terms of the trust although retained under the 
trustee’s discretionary powers, and is deductible by the trust. 

(3) State, county, and municipal taxes paid by the trus- 
tee in 1924 are not deductible. “These were not taxes which 
accrued against the property while in the hands of the trus- 
tee, but were taxes which had accrued prior to the convey- 
ance to the trustee and were not proper deductions from 
income by the taxpayer.” 

(4) Depletion deductions on the discovery basis are 
denied for 1924, except as to one discovery made by the 
taxpayer after creation of the trust. 

(5) Capital gain provisions of the 1924 Act are not 
applicable to the sale of leases where the land had not been 
held by the trustee more than two years. “He could not 
add to the period of his own holding the period of holding 
of the grantors.”—Luke W. McCrory, Trustee, Estate of Luke 
F. Wilson, v. Commissioner, Dec. 7504 [C. C. H.]; Docket 
No. 32444. Murdock dissents as to the deductibility of 
income credited to the beneficiaries beyond that needed to 
discharge the burdens and obligations of the trust, with 
opinion to the effect that such income was not distributed 
“currently” within the meaning of the 1924 Act. 
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Waivers.—(1) Assessment waivers as to 1920 and 1921 
taxes, executed by an officer of a Delaware corporation 
during the three-year period after dissolution, were effective 
to extend the period of limitation for assessment and collec- 
tion, the Delaware laws providing that the existence of a 
corporation is continued for three years after dissolution 
for the purpose of winding up-its affairs. The contention 
of the petitioner that its tax liability was extinguished by 
section 1106 of the 1926 Act is held to be without merit 
inasmuch as it admitted that at a time when assessment and 
collection were not barred it executed waivers extending 
the limitation period to December 31, 1926, so that at the 
time the latest waivers were executed the liability for the 
deficiencies had not been extinguished. The latest waivers 
were executed in November and December, 1926, extending 
the periods of limitation to December 31, 1927, and defi- 
ciency notices were mailed prior to the expiration of the 
limitation periods as extended, these periods being further 
extended by the tendency of these proceedings. 

(2) Assessment waivers covered in (1) above, having 
been duly executed by the officers of the corporation, were 
not invalid because countersigned by an attorney for the 
taxpayer. The contention that the Board knew nothing 
of the competency of “that pretense of agency to bind a 
corporation which the Board knows was then dissolved” 
is held to have no merit since the attorney “is shown by 
the record to have handled these tax matters for the peti- 
tioner from the beginning of the controversy; he, by coun- 
tersigning, approved the execution of the waivers by an 
officer of the petitioner corporation; and assuming that he, 
Heberle, was exclusively authorized to handle petitioner’s 
tax matters, we would nevertheless hold the waivers valid, 
since there is no reason whatever to prevent the officers of 
the petitioner “so acting in the appointment of agents to 
perform the detail work in winding up the affairs of the 
corporation. This, indeed, would be the only feasible way 
for them to act in many, probably most, instances.”—H. D. 
Walbridge & Co., Inc. v. Commissioner, Dec. 7517 [C. C. H.]; 
Docket Nos. 35289, 35869. 


Summer Symposium in Taxation at 
Columbia University 
(Continued from page 176) 


forty dollars and in addition there is a University 
fee of seven dollars. 


The schedule, as announced, follows*: 
WEEK OF JULY 4 
July 5 Lecture—TuHe FUNCTION OF THE INHERITANCE TAX: 
THE TAXATION OF INTER Vivos TRANSFERS. Mr. 
ee W. Avpricn, President, Chase National 
‘an 
July 7 Round Table—Tue Score or THE Power To Tax 
INTER Vivos TRANSFERS © 
WEEK OF JuLy 11 
July 12 Lecture—AccouNTING AND THE COoNcEPT oF IN- 
coME. Colonel Rosert H. Montcomery, of Ly- 
brand, Ross Brothers & Montgomery, past presi- 
dent of the International Congress on Accounting 
July 14 Round Table—WuHueEN Is INcoME REALIZED? 
WEEK OF JuLy 18 
July 19 Lecture—Tue Tax PRoBLEMS OF THE CORPORATION. 
Mr. Epwarp H. Green, of Sullivan and Cromwell, 
member of the Executive Committee of the As- 
sociation of the Bar of the City of New York, 
sometime chairman of its Taxation Committee 
July 21 Round Table—CorporaTe REORGANIZATIONS ; HOLp- 
ING AND INVESTMENT COMPANIES; CONSOLIDATED 
RETURNS 
WEEK oF Jury 25 
July 26 Lecture—INTERSTATE AND INTERNATIONAL DOUBLE 
TAxaTION. Professor T. S. Apams, Yale Uni- 
versity, member Fiscal Committee of the League 
of Nations; Mr. MitcHeLtt B. CarroLi, Secre- 
tariat of the League of Nations 


(Continued on page 192) 


*In case of necessity certain of the lecture dates may have to be 
transposed. 
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Where? and How? do they Tax 


Intangibles ... Bank Deposits ... Chain Stores . . . Gasoline Sales . . . Dividends 
Income ... Inheritances . .. Tangibles .. . Sales . . . Tobacco . . . Motor Vehicles 
Building and Loan Associations ... Banks... Utilities... Severances . . . Property 


What Revenues Do These Taxes Produce? 


The Tax Research Foundation offers its 


New 3d kdition of 
World Tax Charts In this 


. : painstak- 
145 Pages of tax charts and tables, size 1134 x 15 inches, ing and la- 


"er ‘ , borious under- 
depicting the taxing systems of all the States, the United taking to chart 


: TS et OR . , the taxing  sys- 
States, and twenty-three foreign jurisdictions, including enone a, 
thirty-five tables describing the extent and nature of the members of The 

ete Tax Research Founda- 
the application of each taxing method by the forty- tion are giving the scien- 


‘ . ‘ ‘tific and business worlds a 
eight States and tabulating the revenues derived. - means of quick reference to 


‘ ‘ the tax facts essential to the 
The essentials of all the taxing systems are pre- study a taxation and for the 


sented in chart form for quick and convenient PA sernige Ae art rere 


reference, study and comparison. Includes — the collaborators contribute their 
’ y P time and effort, the New York State 
bases, rates, collection, administration Tax Commission extends its invaluable 


eee direction, and Commerce Clearing House, 
and distribution. Federal and State. Inc., Loose Leaf Service Division of The 


Corporation Trust Company, offers its facili- 
Tax Systems—as of Jan. 1, 1932. ties for the publication of the work. To return . 


the cost, the publication is sold for $10 per copy, 


SAVE A DOLLAR while the governments, schools, universities and 


scientific and civic organizations are furnished with 
If you send your check with quantities at special prices. Your patronage is solicited. 
your order, pay but $9. 


Recommended to— Commerce Clearing House, Inc., 
Accountants 205 West Monroe Street, Chicago, Illinois. 


Banks 
Business men 


Cabs aunententions Send the Third Edition of “Federal and State Tax Systems,” cost—$10. 


— It is understood you guarantee satisfaction. [] Check enclosed. [] Send bill. 


Information bureaus 
Insurance men 
Investment counsel 
Lawyers 
Legislators 
Librarians 
Reference bureaus 
Research organizations 
Tax commissions 
Trade associations 
Trust departments 
Students 
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July 28 Round Table—THE ALLocAaTION oF INCOME BE- 
TWEEN STATES 


WEEK oF AucustT 1 


August 1 Lecture—Tug Scope or ADMINISTRATIVE ACTION. 
Hon. ArtHurR A. BALLANTINE, Undersecretary 
of the Treasury 


August 4 Round Table—TuHe DiscretionAry POWERS OF 
TAXING OFFICIALS 


WEEK oF AucustT 8 


August 9 Lecture—THE RELATION OF THE TAXING Sys- 
TEMS OF THE STATE AND NATION. Professor 
Ropert Murray Haic, Columbia University, 
Executive Secretary, New York Commission 
for Revision of the Tax Laws 


August 11 Round Table—State TAXATION OF CORPORATIONS 
ENGAGED IN INTERSTATE COMMERCE 


Rulings of the Bureau of Internal Revenue 


Basis for Determining Gain or Loss.—The residuary es- 
tate of A was devised to a trustee in fee simple to pay the 
net income therefrom to the widow, and upon her death 
or remarriage to make sale thereof and divide the net pro- 
ceeds among his heirs at law. The widow’s death having 
occurred in 1929, the trustee disposed of the principal asset 
of the trust estate and distributed the proceeds to the residu- 
ary legatees. 

It is held that the proper basis for determining gain or 
loss from the sale by the trustee is the value of the prop- 
erty at the time of the death of the decedent, undiminished 


by the value of the widow’s life interest in the income.— 
G. C. M. 10299, X1-14-5432 (p. 7). 


Corporations—Exemptions from Tax.—An organization 
otherwise entitled to exemption as a social club under 
Section 103(9) of the Revenue Act of 1928, is not entitled 
to exemption for the fiscal year ended March 31, 1929, since 
it sold its property at a profit in that year, nor is it entitled 
to exemption in any subsequent fiscal year or taxable period 
in which that profit may be returnable on the installment 
basis.—I. T. 2622, XI-17-5460 (p. 3). 

Credit for Foreign Taxes.—The tax imposed by certain 
sections of the Mexican law effective August 1, 1931, is an 
income tax which may be credited against United States 
income tax under sections 32 and 131 of the Revenue Act 
of 1928. The tax imposed by certain other sections of the 
Mexican law may not be credited against the United States 
income tax, but may be deducted from gross income under 
Section 23 of the Revenue Act of 1928.—I. T. 2620, XI-14- 
5431 (p. 2). 


Deductions and Credits.—The provisions of a bond rela- 
tive to the payment of interest for the period from April 1, 
1926, to April 1, 1930, indicate that payment of the interest 
in those years was within the discretion of the board of 
directors. The bonds provide that interest will be paid at 
a specified rate per annum and if not paid annually will be 
paid upon redemption or maturity of the bonds. 

It is held that if the taxpayer’s books are kept on the 
accrual basis, the amount of interest eventually to be paid 
may be deducted annually, even though it may not be paid 
for a number of years beyond the date on which the liability 
comes into existence.—G. C. M. 10384, XI-15-5442 (p. 7). 


Earned Income Credit.—G. C. M. 10416, XI-15-5441 is an 
opinion relative to the computation of earned net income 
in the case where an individual filed his return on the cal- 
endar-year basis for 1930, received income from a partner- 
ship which filed its return on a fiscal year basis ended during 
that year, and his actual earned income was less than $5,000. 
The question under consideration involves the interpreta- 
tion of Mim. 3819, C. B. IX-2, 116, which laid down the 
rule to be applied in cases where the earned net income was 


in excess of $30,000, the maximum allowable under the 
statute. 


Federal Estate Tax.—By Treasury Decision 4334, XI-16- 
5457 (p. 18), Article 20 of Regulations 63 (1922 edition), 
as amended by Treasury Decision 4183, as amended by 
Treasury Decision 4283, is revoked. This action conforms 
with May v. Heiner, 281 U. S. 238, and Burnet v. Northern 
Trust Company, Exr., 283 U. S. 782. Article 20 of Regula- 
tions 63 provided that gross estate should include a trans- 











May, 1932 


fer of property even though decedent retained certain 
substantial benefits up to the time of death. 

Article 18, Regulations 68 (1924 ed.), as amended by 
Treasury Decision 4184, as amended by Treasury Decision 
4284, is also revoked by Treasury Decision 4335, XI-16-545 
(p. 17), following May v. Heiner, supra, and Burnet v. North. 
ern Trust Company, Exr., supra. 

By Treasury Decision 4336, XI-16-5455 (p. 16), Article 
18, Reg. 70 (1929 edition), as amended by Treasury Deci- 
sion 4285, is amended to provide that a transfer made after 
10:30 p. m., Washington, D. C., time, Mar. 3, 1931, under 
which the decedent transferor retained certain substantial 
benefits until his death shall be taxable in whole or in part, 
thus incorporating in the Regulations the effect of Public 
No. 131 (amending Sec. 302(c) of the 1926 Act) which was 
approved at the time mentioned. 

Inspection of Tax Returns.—There is no provision of law 
which authorizes the disclosure to a bondholders’ protec- 
tive committee of information shown on withholding re- 
turns. Likewise, there is no authority in the law which 
authorizes a stockholder owning 1 per cent or more of the 
outstanding stock of a corporation to inspect withholding 
returns.—G. C. M. 10401, XI-17-5459 (p. 2). 

An executive order by "President Hoover dated March 2 22, 
1932, makes Federal tax returns open to inspection by state 
officers for state tax purposes, in accordance and compli- 
ance with Treasury Decision 4332, XI-14-5438 (p. 5), issued 
as of the same date. 

Lien for Taxes.—The act of April 29, 1931 (Act 220 of 
1931), enacted by the Legislature of the Territory of Hawaii, 
effective as of July 1, 1931, is accepted by the Bureau as 
the legislation authorized under Section 3186, Revised Stat- 
utes, as amended by Section 613(b)1 of the Revenue Act of 
1928, authorizing the filing of notices of Federal tax liens 
with certain designated county or other officials. —I. T. 2619, 
XI-13-5425 (p. 27). 

Taxable Income from Grant of an Easement.—The tax- 
payer in 1931 sold to the M Company an easement across 
160 acres of land for the construction, maintenance, opera- 
tion, and repair of power transmission lines. The contract 
for the sale gave the buyer right of egress and ingress at 
all times for construction and repair work and the seller 


the right of farming any part not actually occupied by the 
lines or equipment. 

It is held that the amount received for the sale of this 
easement should be applied against the cost of the 160 acres 
in determining gain or loss from the subsequent sale or 
other disposition of the property. If the consideration for 
the easement exceeded the basis of the 160 acres, then the 
excess would be taxable income for 1931.—I. T. 2621, XI-16- 
5450 (p. 3). 


The Tax Institute at Rutgers University 
(Continued from page 168) 


The people have only themselves to blame for 
their failure to act in the past. The only solution 
will come through concerted action on the part of 
the taxpayer. 


Second Speaker: J. H. Thayer Martin, Tax Com- 
missioner, New Jersey. Topic: “Recommendations of 


the Commission on County and Municipal Expendi- 
tures. 


r presenting its program to the Governor and 
Legislature three important features were pointed 
out. They are: 


(a) The use of a paper surplus, or one consisting of frozen 
assets, to postpone an honest balancing of the budget, 
must be stopped; 

(b) The period during which a municipality may borrow 
on the security of unpaid taxes must be reduced; 

(c) A beginning must be made in the direction of putting 
municipalities on a cash basis for current operations. 


The Commission took as its basic principle the fact 
that the only way to reduce taxes is to reduce the 
expenditures for which taxes are raised. 
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Write 
To Us For 


This Booklet 


If you want a service combining the utmost in speed 
and accuracy—this booklet was written for you. 


It describes a service which is not only the safest 
but one which considers your convenience and com- 
bines simplicity with utility. 


It explains why Shepard’s is so dependable that 


every good law library and law office consider it 
indispensable. 


It shows you how this service will meet your require- 
ments—regardless of how exacting you may be— 
and the economical way in which this service is 
kept up to date. 


The Frank Shepard Company 
76-88 Lafayette Street, New York 


Please send me a complimentary copy of “What Shepard's Citations 
Will Do For You”. a 
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The following items were found to be fundamental 
causes of unnecessary or wasteful expenditures 
which the Commission believes responsible for 
greater waste of public money, than the loss due 
to wilful extravagance or dishonesty : 

1. The Budget and Bond laws, originally designed to keep 
local finances sound, have been so riddled by amend- 
ments, by exceptions, and by loopholes discovered by 
enterprising spenders of public money, that they no 
longer afford any adequate check, =. 

. There are over 500 different municipalities in the state, 
each with its own overhead; and everywhere in the 
state there are several layers of officials having authority 
to levy taxes, and in some places there are eight: or 
more of such layers. ; 

. There is no single official or body of officials, whom 


the taxpayers could hold accountable for keeping down 
expenditures. 


‘ Even where a municipal official might desire to observe 

economy, there were no existing standards by which 
he could adequately measure, either the quality or 
quantity of public service which should be furnished, or 
what that service should cost. 
Each municipality now selects its own auditor to make 
an audit of its accounts for the State Department of 
Municipal Accounts. This provides no assurance to the 
State or to the taxpayers that the audit will disclose ir- 
regularities of the governing body of that municipality, 
such as manipulations of budget to hide or defer the 
day of reckoning in case of ill-considered finance. It 
is as unsound as if the examination of banks made by 
the Federal Government or the State Banking Depart- 
ment, as the case may be, were made by accountants 
selected by the very Directors whose management was 
being examined. 

Municipalities included frozen assets as anticipated 
sources of revenue in their balance sheets and thus 
showed an apparent balance. This results in a defi- 
cit for the following year. Municipalities were also 
getting deeply into debt through the accumulation 
of unpaid taxes and assessments on property not 
salable for the amount of the liens. Municipal and 
county debt had increased over four times in the last 
ten years due to: (1) The demand of the public 
for improvements which could be paid for on the 
installment plan; (2) The first installment was post- 
poned so far in the future, and the yearly install- 
ments considered independently seemed so small, 
that the taxpayers failed to realize what would be 
the future total cumulative effect. Consequently, 
the municipality today is raising taxes for interest 
purposes in sums almost large enough to pay cash 
for their new improvements. 


The first group of proposals aimed at checking the 
reckless financing of a few badly managed munici- 
palities, and also in reforming bond and budget pro- 
cedure in all municipalities. Other classes of the 
Commission’s proposals are designed to reduce taxes 
by eliminating the remaining causes of the wasteful 
use of moneys already mentioned. 

The Commission proposes to reduce the burden 
on the property owner by a tax on incomes and the 
shifting of the responsibility of financing highways 
on to the users of the highways. — 

The Commission does not expect to see the pro- 
posals passed as worked out by the experts because 
the legislators have to be re-elected and must listen 
to their constituents who oppose the various bills. 

The Commission has proposed in its various re- 
ports that the number of independent municipalities 
be reduced and thus cut down the cost of govern- 
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ment. Over-lapping layers of tax authority should 
be eliminated. Mandatory legislation should be re- 
pealed and if the state feels the responsibility for 
the carrying out of any project it should pay the bill. 

“The estimate already mentioned indicates that by 
the adoption of these proposals and without any 
change in the present basis of valuation, the average 
tax rate would be cut from something over $4.00 to 
less than $3.00; and if local savings were made along 
the lines of other proposals of the Commission, we 
believe the average rate might be cut to half of what 
it is at present, or even less. This, however, cannot 
be brought about by the legislature alone. It will 
require the sincere effort of public officials, and that 
sincere effort can only be looked for if taxpayers 
can satisfy the governing officials of sufficient sup- 
port on election, as already explained.” © 

Third Speaker, J. Kingsley Powell, Former Presi- 
dent of the New Jersey Association of Real Estate 
Boards. Topic: “Proposed Changes in Property 
Taxation.” 

HE brief of real estate is: One. We must re- 
duce expenditures. We must stop asking for so 

many things. Two. We must look for more eff- 
ciency in our expenditures. Three. We must get 
other sources of revenue. Since real estate repre- 
sents approximately 50 per cent of our wealth, it 
should pay 50 per cent of the cost of government, 
not 80 per cent as at present. An income tax is 
wanted to relieve real estate. “We must reduce the 
entire problem to common sense and act.” 


Conclusion 


During a period of three days the problem of taxa- 
tion in all its aspects had been presented to an ex- 
tremely interested audience. Some twenty-three 
experts and ardent workers in the field of taxation 
discussed a program which was carefully prepared 
and coordinated. The audience participated in the dis- 
cussions at all the sessions and asked many questions. 

Thus the University has again taken the leader- 
ship in adult education on a vital and important 
subject. The results of this conference cannot be 
measured. The lessons learned have been carried 
to all parts of the state. Those who attended will 
be the leaders in the carrying-out of an intelligent 
program in attempting to solve a confused and 
pressing problem. 


Tax Administration in New Jersey 


(Continued from page 172) 

These defects may be corrected by: (1) the trans- 
fer of the function of assessing property under the 
general property tax, from municipalities to the 
counties, and requiring by law the preparation by 
the assessing offices of land value maps and the use 
by them of other modern devices for proper assess 
ment; (2) the provision for an annual investigation 
by the state tax department of the assessments in 
different counties, and the preparation by it of a real 
annual state equalization table; (3) the taxation o! 
personal property at special low rates; and (4) the 
introduction of quarterly collections of taxes, and 
the application of the taxes collected to current ex 
penditures by funding once the existing tax-anticipa 
tion debt and thus eliminating it for all time. 
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Exemptions Under the Revenue 
Act of 1928" 
(Continued from page 163) 


of the organizations in the enumeration are most 
certainly praiseworthy, but where the effect of the 
exemption is to increase the burdens of less favored 
groups, such exemptions may be unwise, and as a 
matter of fiscal policy unsound. 


The Revenue Act exempts from normal tax divi- 
dends received from domestic corporations and, 
under certain circumstances, from foreign corpora- 
tions. The purpose of the credit is to afford a meas- 
ure of relief from the double taxation which results 
from taxing the income of a corporation (the source 
of the dividend) and then subjecting the identical 
amount to a tax as part of the income of the taxpayer 
in the form of a dividend. Considerable revenue is 
lost to the government as a result of this sensitive- 
ness on the part of Congress. New York State in its 
income tax law is less squeamish about taxing divi- 
dends and therefore does not lose a fertile source 
of revenue. 


The personal exemption credit of $1,500 or $3,500 
depending upon the personal status of an individual 
as single or married and the credit of $400 for de- 
pendents have long been part of our revenue acts. 


The idea of exemptions is firmly embedded in our 
taxation policies. The very plan of the Revenue Act 
is to start with gross income from all sources, from 
which certain types of income are at once excluded, 
as has been pointed out in this article. Certain 
statutory deductions are allowed to taxpayers in 
order to reduce the gross income to a net income. 
Such deductions include business expenses, salaries, 
taxes, interest, certain types of losses, bad debts, 
depreciation, depletion, contributions, etc. The net 
income is then subject to credits before applying the 
normal tax rates. The tax itself is subject to an 
earned income credit and to a credit for taxes paid 
at the source of income, and as a result of the multi- 
form types of exemption much less trickles into the 
Treasury than there should if Congress had the 
courage to tax all income without creating the in- 
equalities that result from all the exemptions. 































New Tax Publications 


Taxation of Foreign and National Enterprises in France, 
Germany, Spain, The United Kingdom and The United 
States. Publications Department of the League of Nations, 
Geneva. Available in the United States through the World 
Peace Foundation, 40 Mt. Vernon Street, Boston. pp. 275. 
Price $2.50. 


_ This publication represents the first stage of an enquiry 
into the tax systems of various countries, directed by Mr. 
Mitchell B. Carroll, former Special Attorney in the United 
States Treasury Department. Mr. Carroll was chosen to 
direct the enquiry by a sub-committee of the Council of 
the League of Nations composed of its President, M. Marcel 
Borduge, Councillor of State, Director-General of Income, 
Registration and Stamp Taxes in France; M. Blau, Director- 
General of Taxes in Switzerland; Dr. Herbert Dorn, Presi- 
dent of the Supreme Court of Taxation in Germany; 
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TAXATION in VIRGINIA 
By 


Wir.iam H. StauFFer, Ph. D. 


Economist in the Department of Taxation 
Commonwealth of Virginia 


HIS revealing study comes at an 

opportune moment, when the cost 
of government and the raising of revenue 
to meet that cost are in the forefront of 
the problems which are most in the pub- 
lic mind. 


Few states have affected such wide and 
sweeping changes in matters of fiscal 
policy as has Virginia within the brief 
period covering three administrations. 
Still fewer states have so concertedly 
committed themselves to the serious con- 
sideration of state progress from the 
standpoint of fiscal reform. This unbiased 
study of Virgiriia’s unique financial struc- 
ture and activities as they are today is, 
therefore, of special interest and signifi- 
cance. 


No general thesis dominates the tenor of 
the study, which is primarily a statement 
of fact, based upon statistical demonstra- 
tion. As a background for the factual 
discussion, the book makes clear the evo- 
lution of Virginia’s tax system, which in 
comparison to the practices in other states 
seems more nearly to approach the ideal. 


An important feature of the work is a 
suggestive chapter devoted to concrete 
recommendations for dealing with the 
problems of rates and administrative pro- 
cedure. 


Royal 8vo. 309 pages $4.00 
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Professor Florés de Lemus, Adviser to the Spanish Ministry 
of Finance; and Sir Percy Thompson, Deputy-Chairman of 
the United Kingdom Board of Inland Revenue. 


The reports on the income tax laws of the several coun- 
tries included in this volume comprise, first, a general 
description of the income-tax system, and, secondly, a 
detailed description of the methods of taxing the principal 
classes of income subject to direct taxation from the view- 
point of foreign and national enterprises. The third part 
of each report deals with the various aspects of the problems 
of allocation or apportionment of the taxable profits of 
enterprises operating in more than one country. In order 
to facilitate a comparison between the methods of ap- 
portionment employed in the different countries, Mr. 
Carroll, by way of an introduction to the publication, makes 
a general survey of the tax systems included in the pub- 
lication. There follows five special reports— 

“Tax System and Allocation Methods in France,” by 
Jean Guillet, Sous-Chef, Direction générale de L’Enregistre- 
ment, Ministére des Finances, and Roger Pierre, Sous-Chef, 
Direction générale des Contributions directes, Ministére 
des Finances; “Tax System and Allocation Methods in 
Germany,” by Werner Paasche, Ministerial Councillor, 
Ministry of Finance of the German Reich; “Tax System 
and Allocation Methods in Spain,” by Dr. Augustin 
Vinuales, Professor of Political Economy and Finance at 
the University of Granada; “Tax System and Allocation 
Methods in the United Kingdom,” by E. W. Verity, Prin- 
cipal, Board of Inland Revenue; “Tax System and Alloca- 
tion Methods in the United States,” by Joseph Weare, 
Audit Division, United States Treasury Department and 
M. L. McMorris, Rules and Regulations Section, Bureau 
of Internal Revenue, United States Treasury Department. 


In a later publication, tax laws of other European and 
extra-European countries will be presented. These studies, 
which are being made at the direction of the League of 
Nations as a basis for coordinating efforts with a view 
to the abolition or attenuation of international double taxa- 
tion, have been made possible by a grant of $90,000 from 
the Rockefeller Foundation, secured primarily through the 
efforts of Dr. Thomas S. Adams, the American member 
of The Fiscal Committee—a permanent body set up by the 
Council of the League of Nations. 


State Centralization in North Carolina, by A. T. Allen, 
Paul V. Betters, Charles M. Johnson, Fred W. Morrison 
and Charles Ross. Editor, Paul V. Betters. Published by 
The Brookings Institution, 26 Jackson Place, Washington, 
D. C. pp. 261. Price $2.00. 


The energy applied within recent years by the State of 
North Carolina to the improvement of its governmental 
structure (including its tax system), its method of ad- 
ministration, state and local, has attracted such widespread 
interest that the Institute for Government Research con- 
sidered it advisable to prepare this volume in full exposi- 
tion of the State’s accomplishments. 


The presentation of special action taken in the particular 
fields of public administration is made by persons in North 
Carolina who have been either directly connected with the 
work of the several commissions or were actually con- 
nected with branches of government specially concerned by 
the changes introduced. Chapter subjects and authors are: 
“A State System of Schools in North Carolina,” by Dr. 
A. T. Allen, State Superintendent of Public Education of 
North Carolina; “A State System of Highways,” by Charles 
Ross, General Counsel of the North Carolina State High- 
way Commission; “State Supervision of Local Finance,” 
by Charles M. Johnson, Director of Local Government, 
North Carolina; “The Taxation and Revenue System,” by 
Dr. Fred W. Morrison, Director of the Research Depart- 
ment of the State Tax Commission, North Carolina. In 
addition to general editorial supervision, Mr. Paul V. 
Betters, a member of the staff of the Institute for Govern- 


ment Research, prepared the introductory and concluding 
chapters. 


Those who are “tax-minded” will find the chapter de- 
scribing North Carolina’s tax problems and what has been 
done to meet them of special interest. The total cost of 
government was reduced by the 1931 General Assembly by 
from five to seven millions. Property, says Dr. Morrison, 
bears a smaller percentage of the total cost of government 
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in North Carolina than it does in any other state, with the 
possible exception of. Delaware, yet he concludes that the 
tax burden on property, measured by the reduced earnings 
of property is still far out of line. Recommendations are 
offered for improvement of the tax system that are equally 
good advice for other states. Dr. Morrison’s closing ob- 
servation, quoted below, might likewise be profitably taken 
to heart by every state government. 


“The most compelling taxation problem facing the state 
today * * * is found in the absolute necessity that the 
people recognize the present relation between their tax 
bill and their social income. It is their obligation to face 
this question sanely and intelligently, without prejudice 
and without hide-bound tradition that usually finds itself 
prejudiced against practical reorganization and re-grouping 
of public services, of elemental units of government, and 
of personnel, to the end that the total public service may 
be preserved on an equivalent basis of efficiency and a 
substantially reduced cost.” 


Manual of Public Works Records and Accounting. Pub- 
lished jointly by the Committee on Uniform Street and 
Sanitation Records and The League of Minnesota Munic- 


ipalities. Address 923 East 60th Street, Chicago. pp. 81. 
Price $1.00. 


This manual describes an installation of a model records 
and cost accounting system in the Street Department of 
Winona, Minnesota. It has been prepared as a guide to 


aid officials in other cities of ten thousand to forty thousand 
inhabitants. 


Section I of the manual explains the essentials of a 
public works cost accounting system and how cost ac- 
counts differ from a city’s general accounts. A list of 
standard work units to be employed in measuring work 
done and in computing unit costs is included. 


Section II contains definite instructions together with 
forms for operating the public works cost accounting 
system. The forms covering labor and payrolls, equip- 
ment, materials, and work done are illustrated together 
with the manner in which these items and overhead are 
consolidated into unit costs on a work and cost ledger. 


The Committee on Uniform Street and Sanitation Records 
has found that motor equipment presents a difficult problem 
in every city. As a result Section III of the manual de- 
scribes and recommends three plans for organizing and 
financing motor equipment. It presents forms needed for 
controlling and posting gasoline, oil, repair labor, repair | 
parts, and other equipment expense to an Individual Equip- 
ment Record. Section III also explains how equipment 
expenditures are budgeted and the manner in which ap- 


propriation and cost accounts should be charged for equip- 
ment use. 


Through direct inspection of a large number of cities in 
the country the staff of the Committee on Uniform Street 
and Sanitation Records has found that the general ac- 
counting work is as a rule of very inferior order. As an 
aid to cities needing improvement in this phase of their 
administration, Section IV of the manual describes the 
general accounting requirements for controlling expendi- 
tures and income. A schedule is included at the end of the 
section which shows the main posting entries to be made 
to all general accounts and cost accounts of the city. 


Sections V and VI provide instructions in considerable 
detail for preparing a public works program and for operat- 
ing and executing a city budget. This section of the 
manual is timely, since, under present economic condi- 
tions, it is imperative for city governments to effectively 


control their expenditures and to stay within realizable 
revenues. 


The League of Minnesota Municipalities is prepared, 
the foreword states, to aid cities in Minnesota in_ the 
adaption of the proposals in this manual to other cities 
in that state. The Committee on Uniform Street and 
Sanitation Records offers not only to assist in this but 1s 
prepared to aid cities throughout the country in adjusting 
this system to fit local conditions. Through correspond- 
ence the Committee will lay out new forms, or supply 
at cost copies of the standard forms. It is prepared also 
to make installations at a nominal cost in those cities wish- 
ing to do a complete and immediate job. 





